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PREFATORY  NOTE 

The  interest  in  all  forms  of  financial  incentives  for 
employees  and  executives  is  a  growing  one,  and  with 
such  interest  has  come  the  widespread  need  lor  a  handy 
reference  book  describing  incentives  in  detail. 

Better  system-  of  reward  for  effort  of  employees 
are  being  devised  constantly;  the  alert  executive  will 
therefore  welcome  the  present  work  which  brings  to- 
gether in  convenient  form  the  l)est  of  such  systems,  offer- 
ing suggestions  for  adaptation  to  his  own  organization. 
The  executive  will  find  in  this  compilation  a  wealth  of 
valuable  material  gathered  from  a  large  number  of  pub- 
lications and  reports,  and  by  original  investigations  of 
the  Bloomfield  organization  covering  over  one  thousand 
concerns  and  plans. 

Grateful  acknowledgement  is  here  given  to  the  edi- 
tors and  publishers  through  whose  courtesy  much  of  the 
material  herein  is  reproduced,  to  the  companies  and  exec- 
utives who  have  made  their  plans  available,  to  Gorton 
James  who  assisted  in  preparation  of  Chapters  11  and  13, 
and  to  Arthur  Price  who  helped  get  the  material  in  shape. 


Daniel  Bloomfield 


January  12,  1923 
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INTRODUCTION 

This  two-volume  work  fixes  attention  on  the  one  big 
motive  which  underlies  the  efforts  of  about  all  who 
engage  in  labor  or  in  management — the  prospect  of  re- 
ward. 

Much  has  been  written  of  late  years  about  natural 
instincts,  motives  and  ideals  in  industry.  That  is  to  say, 
discussion  has  centered  on  human  nature  in  employment 
relations.  The  discussion  has  been  of  value,  for  it  is 
useful  and  necessary  to  realize  that  whole  human  beings, 
not  fractions  of  them,  are  doing  the  work  of  the  world. 

The  beginning  of  economic  wisdom  however,  is  an 
appreciation  of  what  men  want  when  they  exert  them- 
selves. 

A  large  amount  of  talk  about  this  all-important  topic 
has  lost  itself  in  a  mist  of  generalization  and  in  a  forget- 
fulness  of  the  motive  force  that  keeps  economic  thinking 
on  solid  ground.  That  force  is,  by-and-large,  a  concrete 
financial  return  for  effort  expended.  The  prospect  of 
such  reward  is  the  incentive  for  effort.  It  may  not  be  the 
highest  of  incentives;  and,  surely,  it  is  not  the  lowest; 
biit  positively  it  is  the  most  potent. 

There  are,  to  be  sure,  intangible  incentives  and  com- 
pensations; some  of  them  of  great  influence.  This  work 
does  not  go  into  these.  It  confines  itself  to  the  practical 
economics  of  average  effort  in  a  work-a-day  world.  Yet 
this  simple,  fundamental  presentation  carries  very  large 
meanings.  A  large  part  of  management's  duties'  and  a 
still  larger  part  of  the  average  worker's  thinking  are  de- 
voted to  the  problem  of  squaring  remuneration  with  re- 
sults, effort  with  return ;  that  is  to  say,  adjusting  the  pro- 
ceeds of  enterprise  to  the  just  expectations  of  those  who 
engage  in  it. 
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There  is  not  a  more  practical  question  than  this.  In- 
deed all  others  are  beside  the  mark,  unreal  and  remote, 
until  the  financial  has  been  disposed  of. 

So  the  present  work  goes  to  the  very  core  of  employ- 
ment practice  and  business  relations.  It  discloses  a  va- 
riety of  attempts  to  solve  the  key  problem  of  adjusting 
work  and  pay  on  as  approximately  a  satisfactory  a  basis 
as  is  possible. 

No  final  formula  will  be  found,  because  human  ex- 
pectation has  not  yet  ceased  to  be  a  growing  thing.  But 
a  large  number  of  well-conceived,  and  some  highly  suc- 
cessful examples  of  adjustment,  of  incentive-stirring  ex- 
periences, are  carefully  recorded. 

The  subject  thus  opened  up  in  terms  of  actual  ex- 
periences, of  the  things  done  to  cooperate  with  that  stead- 
iest of  all  motives,  the  economic — gives  rise  to  many  re- 
flections that  bear  on  economic  well-being. 

The  purpose  of  effort,  the  skill  in  directing  it,  the 
concrete  encouragement  afforded  to  human  nature  in  em- 
ployment and  management  go  on  record  here  as  fully  as 
expert  knowledge  and  research  could  secure. 

No  more  useful  guide  for  the  manager — no  more 
serviceable  handbook  for  the  average  contributor  to  the 
wants  of  man  (and  this  book  includes  most  of  us)  will 
be  found  than  the  present  compilation  of  financial  in- 
centives. 

Meyer  Bloom  field. 
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CHAPTER  I 


GENERAL  CONSIDERATIONS 

PROBLEM  OF  INCENTIVES  UPPERMOST 

TODAY 1 

Old-fashioned  tactics  of  trade  unionism  of  the  ortho- 
dox type  have  passed  the  high-water  mark.  The  fas- 
cinating process  of  screwing  up  wages  and  cHpping  off 
hours  has  about  gone  to  the  limit  under  present  condi- 
tions. The  policy  of  demanding  higher  and  still  higher 
wages  with  little  or  no  regard  for  the  source  whence 
the  wages  fund  flows  will  no  longer  stand  the  test.  If 
labor  is  to  get  greater  returns,  labor  and  management 
must  accomplish  more.  The  problem  of  incentives  is 
now  more  vital  than  ever  before  in  the  history  of  indus- 
trial enterprise.  Both  the  owner  of  the  capital  invested 
in  the  business  and  the  worker  who  invests  himself 
have  lost  the  immediate  and  direct  interest  in  the  busi- 
ness which  was  such  a  notable  and  significant  char- 
acteristic of  small-scale  industry. 

How  can  the  clock-watching,  inert,  listless,  output- 
restricting,  discontented  worker  be  transformed  into  an 
interested,  alert,  pushing  and  efficient  achiever? 

And,  how  can  the  managerial  staff  of  the  corpora- 
tion be  given  the  professional  spirit  which  will  lead  them 
to  be  interested  in  quality  and  quantity  production 
rather  than  in  more  profits? 

These  are  two  of  the  most  searching  problems  in 
modern  industry  today.  Both  problems  grow  out  of  or 
are  at  least  greatly  accentuated  by  the  unprecedented 
growth  of  large-scale  and  corporate  business. 

*  By   Frank  A.   Carlton.     Survey.     47:532.     December   31,    ig2i. 
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BASIC  PRINCIPLES  OF  INCENTIVE  PLANS 

The  Committee  on  Labor  Relations  of  the  Cleveland 
Chamber  of  Commerce,  after  a  study  of  incentive,  plans 
in  Cleveland  establishments'  has  formulated  several 
basic  principles  which,  in  its  opinion,  should  underlie 
incentive  plans  of  the  types  under  consideration  and 
without  which  such  plans  are  unlikely  to  prove  effec- 
tive.    These  principles  are: 

1.  An  incentive  plan  should  have  as  its  fundamental  pur- 
pose the  increasing  of  the  vahic  of  employees'  services  both  to 
themselves  and  their  employer. 

2.  Such  a  plan  should  serve  to  promote  confidence  and 
understanding  between  the  employer  and  employees. 

3.  To  that  end,  the  benefits  to  employees  should  be  sub- 
stantial and  in  addition  to  the  current  rate  of  wages. 

4.  The  plan  should  not  represent  paternalism  or  philanthro- 
py on  the  employer's  part. 

5.  The  participants  in  the  plan  should  be  informed  as  to 
the  factors  affecting  the  payment  and  amount  of  the  incentive. 

6.  They  should,  preferably,  be  represented  in  the  admin- 
istration of  the  plan. 

7.  The  plan  should  be  designed  to  meet  the  needs  of  each 
enterprise  and  accomplish  the  worthy  objects  of  the  employer. 

8.  The  success  of  any  plan  is  particularly  dependent  upon  the 
effectiveness  of  its  management.  Any  plan,  no  matter  how  ad- 
mirable may  be  its  features,  will  fail  unless  it  is  properly  man- 
aged. 

THE  PART  THAT  MANAGEMENT 
PLAYS  IN  RESULTS  ^ 

The  general  abolition  of  piece-work  in  railroad  shops 
has  confronted  the  managements  of  these  shops  with 
the  problem  of  securing  satisfactory  output  under  a  new 
set  of  conditions.  In  approaching  this  problem  a  clear 
understanding  of  the  fundamental  relations  of  supervi- 
sion, labor  incentive  and  labor  output  are  highly  deslr- 

>  Cleveland     Chamber    of     Commerce,     192 1.       "Employees'     Incentive 
Plans  in  Cleveland  Industries." 

"Railway  Mechanical  Engineer.     93:297-9.     June,   1919. 


able  if  what  constitutes  a  satisfactory  output  is  to  be 
correctly  determined  and  the  condition  affecting  its  attain- 
ment properly  controlled. 

The  real  purpose  of  the  piece-work  system  or  of  any 
of  the  other  so-called  reward  systems  of  labor  payment 
is  to  provide  an  incentive  for  the  continued  exercise 
of  at  least  a  satisfactory  amount  of  skill  and  energy  on 
the  part  of  the  workman.  The  prohibition  now  placed 
on  all  such  systems  of  wage  payment  in  railroad  shops 
leaves  to  the  workman  only  a  portion  of  this  incentive. 
It  is  evident,  therefore,  if  satisfactory  results  are  to  be 
effected  where  piece-work  has  been  abolished,  that  their 
attainment  becomes  more  largely  a  matter  of  adminis- 
tration, which  involves  the  quality  and  quantity  of  super- 
vision and  assisting  adjuncts  provided  by  the  manage- 
ment. Basicly,  the  problem  does  not  involve  the  ques- 
tion of  shop  practice,  or  shop  facilities,  but  is  confined 
to  the  relative  administration  of  the  various  systems  of 
payment  under  the  same  physical  conditions. 

Incentive  vs.  Quality  and  Quantity  of 

Supervision 

To  some  it  is  difficult  to  appreciate  how  satisfac- 
tory output  may  be  assured.  To  the  incentive  referred 
to — i.e.,  the  ability  to  voluntarily  increase  the  earning 
rate  by  increasing  output— most  workmen  respond  at 
least  to  the  point  of  maintaining  with  a  minimum 
amount  of  supervision  their  output,  even  under  adverse 
conditions  of  shop  service  and  facilities,  if  not  always 
to  the  extent  of  actually  increasing  their  output  beyond 
that  represented  in  a  performance  which  workmen  are 
morally  bound  to  give  and  the  employer  has  a  right  to 
expect  under  a  day-work  system.  The  loss  of  this  in- 
centive may  be  made  up  in  quality  and  quantity  of  super- 
vision and  in  the  conditions  and  facilities  which  may 
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be  embraced  under  the  ^rencral  caption  of  suiXTvision 
aids— those  things  outside  of  the  supervising  personnel 
making  for  the  goal  of  highest  efficiency  represented  by 
maximum  output  and  minimum  cost. 

The  efficiency  obtainable  varies  with  the  adequacy 
of  either  or  both  the  quality  and  quantity  of  supervi- 
sion and  the  supervision  aids,  so  that  in  order  to  main- 
tain a  selected  or  given  efficiency,  any  loss  in  one  of  these 
Items  must  be  made  up  by  an  adequate  increase  in  the 
other. 

Effect  of  Variations  in  Wage  Systems  Small 

Between  the  two  extremes  represented  by  the  day 
and    piece-work    plans    there   are    many    systems,— pre- 
mium, bonus,  profit-sharing,  etc.— which  may  be  generally 
classed  as  divisional,  because  they  are  compromises  un- 
der which  the  labor  savings  and   losses   resulting  from 
increased  or  decreased  output  are  divided  between  the 
employer  and  employee.    The  equity  of  compensation  to 
the  employee  and  of  cost  to  the  employer,  in  the  case 
of  all  of  them,  is  dependent  on   proper  determination 
of  the  ''time  corresponding  to  satisfactory  performance," 
since  it  will  readily  be  realized  that  when  such  time  is 
properly  determined,  along  with  the  employee's  hourly- 
rate,  the  workman  is  not  concerned  in  the  plan  under 
which  he  may  be  paid  his  compensation,  so  long  as  it  is 
equitable  and  in  correspondence  with  the  skill  and  eflFort 
which  he  exercises.      The    employee    complains    justly 
when,  under  any  system  of  payment,  after  having  ade- 
quately fulfilled  his  obligation  to  exercise  during  a  speci- 
fied time  the  proper  amounts  of  skill  and  effort,  he  fails 
to  obtain  his  "commensurate  rate." 

Under  uniform  degrees  of  management  efficiency 
the  actual  differences  due  to  variation  in  wage  systems 
are  relatively  small :  any  large  variation  in  the  efficiencies 
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of  operation  under  them  must  be  due  to  variations  in 
the  efficiency  of  the  methods  and  the  management  under 
which   they  are  administered. 

So  far  as  the  workman  is  concerned,  the  most  vital 
lactor  in  administration  is  the  equitable  determination  of 
the  time  corresponding  to  satisfactory  performance. 
Whether  this  time  be  used  in  the  determination  of  a 
piece-work  price,  a  bonus  or  premium  system  schedule, 
or  the  judgmentof  the  supervising  officer  upon  the  matter 
of  whether  the  workman  has  succeeded  or  failed  to  de- 
liver satisfactory  performance  under  day-work,  the  de- 
termination of  this  time  is  all  important.  If  it  is  low 
under  the  piece-work  system,  the  resulting  piece-work 
price  will  inadequately  compensate  the  workman.  So 
also  in  the  case  of  the  bonus  or  premium  plan,  while 
under  the  day-work  system,  the  workman  may  be  un- 
fairly criticized  by  the  supervisor.  If  too  liberal,  an  un- 
fairly large  piece-work  price  will  result,  which,  accord- 
ing to  experience  under  the  piece-work  system,  is  sub- 
sequently adjusted,  i.e.,  lowered.  These  adjustments 
have  caused  discontent.  The  same  is  also  true  with  re- 
gard to  the  bonus  of  premium  schedules,  while  under 
the  day-work  system  of  operation,  it  results  in  a  loosely 
operated,  low  efficiency  shop. 

The  time  consumed  in  the  satisfactory  performance 
of  any  operation  under  given  conditions  can  only  be 
determined  from  some  sort  of  a  time  study.  This  is 
a  very  elastic  term  covering  a  wide  range  of  precision 
and  exactitude  from  that  involved  in,  say,  the  gather- 
ing of  information  upon  which  to  base  a  rough  estimate 
of  the  time  required  for  a  day-workman  to  mow  a  lawn, 
to  that  referred  to  by  some  as  of  the  "blood-draw- 
ing type,"  involving  the  most  minute  stop  watch  data 
which  has,  in  some  places,  been  applied  to  the  deter- 
mination of  working  schedules.  Workmen  rightfully 
object  to  the  latter,  especially  until  all  conditions  and 
juljuncts    of    shop    operation    have    been    reduced    to    a 
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degree  of  precision  somewhat  nearly  consistent  with  the 
character  of  the  time  studies  made. 

Problem  Wholly  One  of  Administration 

The  fact  that  a  reward  system  of  payment  is  not 
used  does  not  obviate  the  necessity  of  giving  the  time 
element  any  attention.    Although  not  used  directly  in  the 
determmation  of  wages,  the  keeping  of  accurate  out- 
put records  must  be  of  very  significant  value  in  connec- 
tion with  the  day-work  system;  in  fact,  such  records 
are   essential   to  the   maintenance  of  high   shop  labor 
efficiency.     Such  records  form  an  essential  part  of  the 
supervision  aids"  previously  referred  to,  which  result 
in  either  (1)  increasing  the  capacity  of  a  given  "qualitv 
and  quantity  of  supervision,"  with  respect  to  the  num- 
ber of  workmen  covered,  or  of  (2)  making  it  possible 
for  the  same     quality  and  quantity  of  supervision"  to 
enhance  the  shop's  efficiency. 

The  problem,  therefore,  is  wholly  one  of  administra- 
tion, involving  the  provision  of  adequate  supervision  and 
ot  aids  thereto,  including  shop  records  which  may  serve 
as  a  basis  for  measuring  labor  performance  under  the 
conditions  and  practices  obtaining,  for  application  to 
the  individual  workman,  groups  of  workmen,  whole  de- 
partments, entire  shops  or  to  a  number  of  shops  collec- 
tively considered.  To  say  that  satisfactory  outputs  can- 
not be  maintained  under  the  day-work  plan  of  labor 
payment  apparently  is  to  disregard  the  fundamental  ele- 
ments of  the  problem  and  their  mutual  relations. 

It  is,  however,  unreasonable  with  the  day-work  sys- 
tem, at  a  rate  of,  say,  68  cents  per  hour,  to  expect  the 
exercise  and  delivery  of  the  same  amount  of  skill  and 
effort  within  that  hour,  as  under  the  piece-work  or  any 
other  reward  system  of  payment,  in  which  the  workman 
actually  earns  a  higher  rate  of  compensation,  say  the 
equivalent  of  90  cents  of  95  cents  for  that  hour 
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FITTING  THE  WAGE  TO  THE  WORK^ 

Plans  Eight  Employers  Have  Used  Successfuly 

When  all  the  men  engaged  on  the  same  work  are 
paid  alike  irrespective  of  what  they  turn  out — the 
"slackers"  getting  as  much  as  those  who  put  in  their 
full  efforts — there  is  but  little  incentive  to  work  harder 
than  necessary  to  "get  by"  with  the  foremen.  However, 
many  manufacturers  have  found  that  making  the  wage 
the  incentive  to  do  more  has  worked  to  the  advantage 
of  the  man  on  the  job  as  well  as  to  their  own.  The 
following  examples  offer  a  fair  sample  of  the  advan- 
tages which  may  result  from  giving  more  attention  to 
the  basis  of  pay. 

The  trouble  of  a  manufacturer  of  tableware  was  in 
the  plating  department  which  absorbed  about  10  per  cent 
of  the  entire  productive  payroll.  Here  were  prepared 
the  surfaces  of  the  articles  through  the  use  of  caustic 
dips,  salt  water,  and  cyanide  baths.  The  operatives 
lagged  and  the  work  moved  most  irregularly,  although 
the  wages  were  high.  Experiments  showed  that  no  sav- 
ing could  be  had  by  installing  new  equipment. 

The  stop  watch  indicated  that  a  workman  should 
normally  finish  a  piece  in  forty-two  seconds.  Therefore 
the  problem  simmered  down  to  discovering  some  kind 
of  a  wage  incentive  to  make  the  men  work  at  capacity. 
A  standard  output  per  man  was  measured  by  the  watch 
and  called  100  per  cent.  Then  a  bonus  curve  was  started, 
taking  65  per  cent  of  efficiency  as  zero  and  paying  a 
rising  bonus  which  reached  25  per  cent  at  100  per  cent 
efficiency.  Above  the  standard  the  bonus  was  1  per 
cent  for  each  1  per  cent  of  efficiency.  Within  a  few 
weeks  the  men  were  making  bonuses  that  ran  anywhere 

'  By  W.  R.  Basset  of  Miller,  Franklin,  Basset  and  Company.     Factory. 
21  :  236-8.     August,    1918. 
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from  25  per  cent  to  40  per  cent  of  their  former  week's 
pay  and  the  flow  of  work  left  nothing  to  be  desired. 
This  is  an  illustration  of  how  the  wages  which  on  a 
flat  basis,  were  high  per  article,  may  be  made  highly 
profitable  when  paid  out  for  productive  energy. 

Sometimes  most  unexpected  factors  crop  up  in  the 
fixmg  of  wages— factors  that  are  entirely  human  and 
are  not   ferreted  out  except  by  close  investigation. 

How  A  Detailed  Time  Study  Detected  an  Accident 
Hazard  Which   Slowed  up  the  Operation 

In  a  punching  operation  each  piece  of  stock  handled  ' 
weighed  thirteen  and  one-half  pounds.  The  operator 
sat  before  the  punch  and  lifted  the  steel  plates  from  a 
table  on  his  left.  The  horizontal  distance  from  the 
pile  to  the  punch  was  about  fifteen  inches  and  the  work 
was  very  hard  on  the  puncher's  wrist.  A  time  study  of 
the  various  operations  showed  that  each  operator  should 
turn  out  two  hundred  and  fifty  pieces  an  hour,  which 
meant  the  handling  of  a  fraction  over  thirty-five  tons 
of  metal  by  each  man  in  a  ten  hour  day. 

"Overall"   time   studies  of  several   of  the   most  ex- 
perienced men,  who  were  kept  from  lagging  by  a  guar- 
antee of  existing  rates  with  extra  pay  if  they  came  up 
to   tJie    standard,    gave    the   best   average   performance 
as  thirty-three  and  one-half  tons  or  about  one  and  one- 
half  tons  under  standard.    At  first  it  seemed  as  though 
the  fatigue  of  lifting  so  much  metal  during  the  course  of 
the  day  had  been  underestimated— but  the  stop  watch 
quickly  dispelled  that  idea.     The  production  was  steady 
throughout   the   day,   whereas   if  fatigue   had   been  an 
element  the  hours  at  the  beginning  of  the  day  would 
have   shown   a   greater   output   than   those  at   the   end 
Finally  it  developed  that  the  real  trouble  was  fear  of 
catching  fingers.     If  the  operator  happened  to  take  up 
a  piece  less  quickly  than  usual— after  the  punch  head 
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had  started  down — he  would  miss  the  stroke  rather  than 
endanger  his  hand. 

Another  careful  study  was  made  to  determine 
whether  it  might  pay  to  run  the  press  more  slowly,  but 
that  reduced  the  output  more  than  the  missing  did.  So 
here  the  rates  were  not  fixed  at  the  standard  indicated 
by  the  time;  it  would  have  been  unfair  not  to  take  in- 
to account  the  human  factor  of  danger.  Yet  I  have  seen 
rates  where,  to  make  the  standard,  the  workman  had 
constantly  to  risk  himself. 

Another  interesting  wage  problem  came  up  in  a  book- 
printing  plant  among  the  operators  of  monotype  type- 
casting machines.  These  men  had  been  working  at  what 
was  considered  an  efficient  rate  of  speed.  The  mono- 
type consists  of  two  independent  machines,  the  keyboard 
and  the  type  caster.  The  keyboard  is  not  unlike  that 
of  a  typewriter;  striking  the  keys  perforates  a  paper 
ribbon.  This  ribbon  is  placed  in  the  casting  machine, 
which  operates  on  the  same  principle  as  the  player 
piano.  The  problem  was  to  discover  how  much  time 
should  be  taken  to  cast  a  given  ribbon.  First  it  be- 
came necessary  to  find  a  standard  of  measurement.  Each 
notch  on  the  ribbon  casts  one  piece  of  type  regardless 
of  size.  The  number  of  notches  on  the  ribbon  was 
the  obvious  standard  of  measurement;  a  counter  on  the 
keyboard  determined  the  quantity  in  each  ribbon.  It 
was  easy  to  find  time  taken  to  cast  a  ribbon  and  to  re- 
duce that  to  a  per  notch  time. 

Other  time  studies  gave  the  necessary  allowances 
for  setting  up  the  machines  and  renewing  the  molds  when 
type  sizes  were  being  changed.  Having  found  all  these 
times,  a  reasonable  standard  was  fixed  and  a  bonus  of 
30  per  cent  announced  for  performers  finishing  within 
the  standard  time.  Within  a  month  the  operators  were 
earning  the  bonus.  They  increased  the  production  by 
40  per  cent  and  the  repair  time  dropped  from  15  per 
cent  to  5  per  cent.     In  that  particular  plant,  night  work 
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IS  often  required  during  the  rush  seasons,  and  the  pro- 
duction at  night  was  previously  much  lower  than  during 
the  day;  with  the  incentive  of  an  opportunity  to  make 
more  pay  the  night  men  equaled  the  day  operators. 

One  can  apply  motion  study  to  almost  any  operation 
and  achieve  results,  but  the  most  striking  ones  occur  in 
the  study  of  gang  movements.  Putting  team  work  in- 
to a  gang  of  ten  or  twelve  men  sometimes  brings  al- 
most incredible  savings.  Everyone  knows  that  a  foot- 
ball team  of  "stars"  who  have  not  been  playing  together 
will  be  beaten  by  a  team  of  individually  poorer  players 
with  perfect  team  work.  It  is  the  same  with  gangs  of 
workmen. 

Developing  Team  Work  and  Paying  on  a  Basis  of 

Work  Done  Reduced  a  Gang  from 

Twenty-one  to  Seventeen  Men 

I  discovered  some  years  ago  that  a  concrete  mixer 

was  expected  to  be  attended  by  twenty-one  men.     Each 

gang  that  I  observed  had  a  method  all  of  its  own  but 

always  twenty-one  men  were  involved.     That  was  the 

orthodox  number,  but  I  decided  to  be  a  heretic.     I  took 

the  good  points  from  a  number  of  gangs  and  made  a 

new  work  plan  which  reduced  the  gang  to  seventeen  and 

not  only  increased  the  output  of  the  mixer  but  better 

distributed  the  work.     Previously  when  the  mixer  was 

operating   and    therefore   not    receiving   either   sand    or 

gravel,  the  men  stood  around  and  looked  at  it.     Under 

the  new  system  during  this  interval,  they  filled  and  made 

ready  a  number  of  spare  barrows.     More  gravel  was 

required  than  sand  and  the  sand  barrows  piled  higher; 

therefore  we  had  a  sand  man  take  a  barrow  of  gravel 

at  every  third  or  or  fourth  trip  instead  of  a  siesta.    The 

contractor  found  he  could  increase  the  wages  to  a  point 

that  made  desertions  rare.    He  could  even  have  doubled 

the  pay. 

Here  is   another   gang  case.     A   steam   shovel   was 


excavating  for  a  road  foundation.  The  operating  crew 
consisted  of  an  engineer,  a  fireman,  two  laborers  and 
three  teams.  One  hundred  and  thirty-five  linear  feet 
of  cut  was  held  to  be  a  big  day's  work,  but  at  that 
rate  the  contractor  discovered  that  he  was  paying  more 
for  excavating  than  he  received.  The  stop  watch  put 
on  the  various  movements  of  both  shovel  and  men, 
turned  up  waste  and  lost  motion  at  nearly  every  point. 
The  shovel  was  not  being  pushed  to  its  capacity  and  the 
men  got  in  one  another's  way.  It  was  easy  to  rearrange 
the  gang  so  that  they  did  not  interfere  with  each  other 
and  then  a  bonus  was  set  for  all  excavating  done  in  a 
day  above  a  certain  amount.  Within  a  few  days  the 
amount  excavated  had  nearly  doubled,  while  the  cost 
dropped  from  30  to  22  cents  a  cubic  yard. 

The  manager  of  a  branch  plant  in  the  middle  west 
complained  that  he  could  not  afford  to  pay  his  unskilled 
laborers  more  than  $2.25  a  day  and  therefore  he  could 
not  keep  them  because  the  railroad  construction  gangs 
were  offering  $2.50  a  day.    The  work  was  to  break  bales 
out  of  cars  and  truck  them  into  two  adjoining  ware- 
houses.    The  bales  were  about  the  same  size  as  a  bale 
of  hay  but  quite  a  little  lighter.    The  layout  of  the  plant 
and  the  manner  in  which  the  bales  had  to  be  stored 
put  mechanical  conveyors  out  of  the  question.     They 
had  a  good  foreman  on  that  job,  but  he  could  not  see 
all  of  the  men  all  of  the  time.    The  stop  watch  disclosed 
that,  except  when  under  his  eye,  the  truckers  did  not 
do  better  than  a  speed  of  one  mile  and  three-quarters  an 
hour;   any  trucker   should    make    at   least   three   miles 
an  hour. 

This  would  not  seem  ordinarily  to  be  a  case  for 
piece-rates  and  yet  piece-rates  turned  the  trick.  Rates 
were  set  covering  every  possible  combination  of  points 
of  receiving,  length  of  haul,  and  height  of  piling,  and 
the  men  were  divided  into  gangs  of  breakers,  truckers, 
and  pilers.  Being  paid  for  the  amount  that  they  did 
instead  of  for  the  time  that  they  hung  around  the  plant, 
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speeded  all  ot  them  up  until  not  a  single  man  was  earn- 
ing less  than  $3  a  day  and  instead  of  thirt\-threp  men 
nmeieen  were  found  to  he  amply  sufficient.'     The  com- 
pany saved  more  than  one-third  of  its  direct  receiving- 
labor  cost. 

The  chief  difficulty  to  be  encountered  in  the  fixing 
of  a  wage  incentive  for  a  gang  is  that,  as  a  rule,  gangs 
are  poorly  balanced.  Usually  they  must  be  reformed  be- 
fore^ anything  approaching  satisfactory  wages  can  be 
fixed.  Nearly  every  group  of  employees  which  has  not 
been  scientifically  assembled  contains  in  it  a  "neck  of 
iht  bottle"  and,  because  employees  like  to  "soldier,"  it 
IS  extremely  hard  to  discover  the  neck  without  time 
study.  A  casual  observer  or  foreman  will  seldom  in- 
deed be  able  to  detect  it. 

One  Company  Saved  $5,000  a  Year  by  Adjusting 
Inequalities  of  Assigned  Tasks  in  Gang  Work 

In    a  factory    making    kitchen    utensils    of  various 
kinds  and  values  was  a  department  in  which  the  wares 
were  inspected,  wiped  off,  and  wrapped.    In  this  depart- 
ment were  a  number  of  tables  with  three  operators  as- 
signed to  a  table— one  to  inspect,  another  to  wipe  and  a 
third  to  wrap.    They  were  paid  by  the  piece  on  the  out- 
put of  the  table,  the  inspector  receiving  40  per  cent  and 
each  of  the  others  30  per  cent  of  the  total  table  wage. 
A  time  study  revealed  the  true  proportions  of  their  la- 
bor.    On  one  type  of  ware  for  instance,  the  inspector's 
time  was  100  per  cent  more  than  that  of  the  wiper  and 
60  per  cent  more  than  the  wrapper's.    On  another  type, 
the  wiper  had  an  increased  amount  of   work.   In   fact 
scarcely  ever  could  the  three  do  an  approximately  even 
amount  of  work— a  requisite  for  an  even  flow  of  pro- 
duction. 

Here  the  solution  proved  to  be  a  new  arrangement 
of  the  department.  A  number  of  extra  tables  were  put 
in  and,  instead  of  moving  the  ware  from  table  to  table, 


the  girls  themselves  moved.  Girl  A,  the  inspector,  would 
examine  the  ware  on  table  No.  1,  then  move  to  table  No. 
2,  and  so  on.  Girl  B,  the  wiper,  and  girl  C,  the  wrapper, 
followed  after  her  so  that  at  no  time  was  more  than 
one  girl  at  a  table  and  each  girl  was  paid  only  for  the 
work  which  she  did  as  an  individual.  The  number  of 
inspectors,  wipers,  and  wrappers  was  regulated  accord- 
ing to  the  time  studies  for  the  type  of  ware.  If  the 
inspection  took  twice  as  long  as  the  wiping  and  wrapping, 
two  inspectors  were  put  on  followed  by  one  wiper  and 
one  wrapper;  thus  it  became  possible  to  keep  each  in- 
dividual in  the  department  busy.  The  new  arrangement 
turned  out  so  much  more  work  that  it  was  possible  to 
reduce  the  day  from  ten  to  eight  hours  and  the  force 
from  thirty-nine  to  thirty-two  operatives. 

In  addition  the  individual  wage  increased  although 
the  labor  time  decreased.  This  relating  of  one  job  to 
another  saved  that  company  a  net  of  nearly  $5,000  a 
}'ear. 

Some  of  the  Principles  to  Be  Considered  When 
Making  Wage  Adjustments 

Wage  incentives  ordinarily  are  designed  to  increase 
production.  Some  employers,  however,  are  afraid  to 
put  them  into  effect  when  the  material  used  is  more 
valuable  than  the  labor.  Thus  in  leather  cuttings,  a 
careless  man  can  easily  waste  several  times  his  daily 
wage.  But  it  is  not  difficult  to  take  care  of  the  quality 
as  well  as  the  speed  in  the  fixing  of  wages.  A  com- 
mon and  not  altogether  satisfactory  method  is  to  refuse 
to  pay  the  rate  on  spoiled  pieces,  enforcing  a  penalty 
for  carelessness.  The  danger  here  is  that  the  workman 
may  dwell  too  much  on  care  and  sacrifice  production 
which  means  a  high  rate  and  consequently  a  high  labor 
cost.  On  the  other  hand  if  the  value  of  good  and 
bad  work  is  not  correctly  measured  the  clever  workman 
may  discover  his  advantage  lies  in  turning  out  as  many 
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seconds  as  firsts,  and  this  again  is  a  very  expensive  prac- 
tice for  the  owner. 

In  many  places  it  has  been  found  profitable  to  sepa- 
rate the  quantity  and  the  quality  ratings;  that  is,  to  pay 
a  certain  piece-rate— or  whatever  wage  method  may  be 
employed— and  then  add  a  bonus  for  exceptionally  high 
standard  work,  in  some  cases  also  making  a  deduction 
for  exceptionally  bad  work.  In  one  shop  this  has 
worked  out  very  well  indeed. 

The  men  there  operated  small  speed  lathes  on  a 
piece-rate  basis.  Their  quality  rating  was  a  separate 
matter  and  was  determined  each  month  by  a  committee 
consisting  of  the  factory  superintendent,  the  depart- 
ment foreman,  the  department  inspector,  and  the  ma- 
chine foreman.  The  committee  had  before  it  the  inspec- 
tor's report  on  each  man's  work  and  rated  him  accord- 
ingly.    "Perfect"  was  1,000  points. 

Above  900  was  "excellent"  and  so  down  the  scale 
to  below  100  which  was  "very  poor."  The  higher 
classes  received  bonus  payments  and,  in  addition,  their 
members  were  posted  monthly  on  the  bulletin  board  as 
an  additional  incentive.  The  greatest  number  of  men 
were  usually  in  the  classes  calling  for  700-600  of  600- 
500  points;  but  few  fell  into  the  class  below  300. 

The  extraordinary  flexibility  of  wage  incentives 
makes  it  possible  to  use  them  to  advantage  in  many  em- 
ployments where  they  do  not,  at  first,  seem  feasible. 
And,  if  well  chosen,  they  will  commonly  make  labor 
happier  and  better  paid  while,  at  the  same  time,  they 
usually  reduce  the  employer's  production  costs. 


CHAPTER  II 

TYPES  OF  WAGE  SYSTEMS 

TYPICAL  METHODS  OF  WAGE  PAYMENT  ^ 

The  following  is  a  digest  of  the  seven  principal 
methods  of  wage  payment. 

1.    The  Contract  System 

This  method  of  employing  and  paying  labor  is  used 
to  some  extent  in  shipyards  and  locomotive  works.  It 
is  what  might  be  called  a  gang  piece-rate  system.  The 
employer  contracts  with  a  gang  boss  to  do  a  certain 
l)art  of  the  work — such  as  assembling  of  the  valve  gear  of 
a  locomotive,  etc.  The  employer  furnishes  the  material, 
tools,  etc.,  while  the  contractor  provides  the  men. 

All  the  discipline  and  responsibility  falls  entirely  on 
the  contractor. 

The  method  of  payment  under  this  sysytem  may 
be  either  day-work  or  piece. 

Advantages    Claimed 

1.  It  takes  the  burden  and  responsibilities  of  labor 
disputes  and  the  like  from  the  shoulders  of  the  em- 
ployer  (leaving  it  all  to  the  contractor). 

Disadvantages  Claimed 

1.  It  leads  to  a  demoralizing  divorce  of  authority 
and  liability.  The  workmen  and  the  contractor  have 
little  interest  in  the  upkeep  of  the  tools  and  equipment 
and  the  wear  and  tear  is  very  often  too  heavy. 

2.  Leads  to  driving  of  workers. 

3.  It  is  a  survival  of  the  sweatshop  contractor  sys- 
tem. 

*  Copyright  1921.     Meyer  Bloomfield  and  Daniel  Bloomfield.     All  rights 
strictly  reserved. 


20 


FINANCIAL   INCENTIVES   FOR 


2.  The  Time-Rate  Metpiod 

The  oldest  and  most  common  method  of  wage  pay- 
ment is  the  time-rate,  usually  called  day-rate.  The  unit 
of  time  may  vary  from  one  hour  to  a  week  or  a  full 
year.  Under  this  system  the  method  of  payment  is  de- 
termined entirely  by  the  amount  of  time  spent  on  the 
work.  The  worker  is  paid  for  his  time  by  the  hour, 
day  or  week,  etc.  In  most  such  cases  labor  is  paid  at  an 
hour-rate,  with  extra  compensation  for  overtime. 

The  usual  method  is  to  divide  the  workers  into 
groups  or  classes  and  fix  a  minimum  and  maximum 
rate  for  these  classes. 

Advantages    Claimed 

1.  Day- rate,  while  giving  the  workman  perhaps  the 
smaller  reward  as  compared  to  other  plans,  in  turn  pro- 
tects him  against  loss  should  he  fail  to  do  even  a  fair 
day's  work. 

2.  It  tends  toward  better  quality  of  workmanship. 

Disadvantages  Claimed 

1.  It  deprives  the  workman  of  any  additional  com- 
pensation in  proportion  to  increased  effort,  skill  or  dili- 
gence. 

2.  The  incentive  to  conscientious  endeavor  is  not 
stiniulated,  thus  preventing  maximum  production. 

3.  Difficult  to  measure  what  a  worker  does. 

4.  Means  payment  for  idleness  at  times  while  work- 
er completes  one  job  and  waits  for  the  next  job. 

3.  The  Piece-Rate  System 

Straight  piece-rate  is  the  first  of  the  production  pay- 
ment methods  that  supplanted  time-  or  day-rate  compen- 
sation. Under  this  method  of  rewarding  labor  the 
workman  is  paid  for  the  amount  of  work  performed 
and  not  the  time  expended.  The  worker  is  paid  so  much 
for  each  operation,  or  piece  of  product  turned  out.  The 
compensation  of  the  worker  is  proportional  to  his  exer- 
tions.    Any  increase  in  his  production  would  mean  an 
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increase  in  his  pay  envelope  while  any  falling  off  in  his 
production  would  mean  lowered  daily  earnings. 

Advantages    Claimed 

1.  It  gives  the  ambitious  workman  the  incentive  and 
opportunity  to  secure  increased  compensation  due  him 
on  account  of  his  greater  skill  or  diligence. 

2.  It  stimulates  greater  production  which  lessens 
the  cost  of  overhead  expense. 

3.  It  saves  constant  supervision  and  driving  the 
workers. 

4.  It  weeds  out  the  inefficient  and  mediocre  worker. 

5.  It  eliminates  discrimination  and  favoritism. 

\A  large  engineering  concern  which  has  checked  up 
this  chart  makes  the  statement  that  this  is  not  true  in 
practise  according  to  their  experience  and  that  in  most 
of  the  shops  the  piece-rates  are  mere  guesszvork  and  con- 
sequently some  very  unjust  rates  exist.  "We  have  found 
that  in  shops  working  under  piece-rate  systems  the  em- 
ployer is  supposed  to  give  out  the  work  so  that  each 
employee  will  receive  some  work  which  has  high  piece- 
rates  and  some  which  has  low  piece-rates.  We  find, 
however,  that  there  are  many  cases  of  favoritism  and 
discrimination  by  foremen  in  giving  out  the  work/'] 

Disadvantages  Claimed 

1.  It  does  not  assure  a  minimum  day- wage. 

2.  It  has  the  danger  of  rate  cutting  with  resulting 
friction. 

3.  It  encourages  excessive  speeding — detrimental  to 
the  worker's  health. 

4.  It  has  the  tendency  (on  the  part  of  the  worker) 
to  sacrifice  quality  for  quantity. 

5.  It  is  difficult  to  set  a  satisfactory  piece-rate,  one 
that  does  not  require  adjustments  from  time  to  time. 

[//  is  suggested  by  an  engineer  who  has  checked  this 
chart  that  this  is  true  as  a  general  statement,  but  not 
true  in  many  shops  operating  under  piece-rate  systems. 
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Ihe  reason  of  this  is  that  many  piece-rates  are  set 
from  detailed  time  studies,  which  are  taken  in  accord- 
ance with  Frederick  W.  Taylor's  principles  from  which 
ihe  Differential  Piece-Rate  Plan  was  evolved.] 

6.  It  has  danger  that  as  the  workman  becomes  more 
skilled  his  task  will  be  increased. 

7.  Operatives  on  piece-work  often  lay  off  work  for 
a  day  or  more  and  then  work  at  high  speed  for  the 
rest  of  the  week. 

8.  It  means  restriction  of  output  to  prevent  rate- 
cutting. 

4.    The  Halsey  Premium  Plan 

Under  this  method  of  rewarding  labor  the  worker  is 
paid  a  day-rate  with  a  premium  for  anv  improvement 
m  output  over  the  standard  time.  The' standard  time 
under  this  plan  is  determined  by  previous  records  of 
actual  performance  in  the  shop,  and  not  a  standard  set 
up  by  scientific  time  study  and  a  standard  detailed  prac- 
tice. ^ 

For  every  hour  the  workman  can  shorten  this  time 
he  IS  paid  a  fraction  of  his  hourly  wage  as  a  premium. 
This  premium  may  be  one-third,  or  one-half  of  the  time 
saved.  Thus  suppose  the  time  set  for  a  job  is  three 
hours  and  if  the  job  takes  actually  onlv  two  hours,  the 
worker  may  be  paid  in  addition  to  his  regular  hourly 
rate,  one-half  of  the  time  saved  or  one-half  an  hour  at 
his  regular  rate.  Under  the  one-third  premium  plan  he 
would  receive  extra  compensation  for  one-third  of  the 
time  saved. 

Advantages    Claimed 

1.  A  day-wage  is  assured. 

2.  The  plan  is  very  simple  and  not  confusing  to 
the  workman  and  is  thus  easy  to  introduce. 

5.     Workers  are  rewarded  in  proportion  to  their  ef- 
fort. 
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4.  The  reward  is  immediate  and  substantial.  (Dun- 
can.) ^ 

5.  The  employer,  in  sharing  the  gains  of  the  extra 
exertion  on  the  part  of  the  worker,  does  not  have  the 
necessity  of  cutting  the  rate  in  an  arbitrary  manner, 
hence  the  workman's  mind  is  relieved  of  the  fear  of  hav- 
ing the  wages  reduced  arbitrarily.  (Duncan.)  ^ 

6.  It  is  a  **50-50"  proposition  and  appeals  to  a  sense 

of  fairness. 

Disadvantages  Claimed 

1.  The  rates  are  set  by  judgment  or  based  on  records 
that  do  not  represent  the  workman's  full  capacity. 

2.  It  relies  almost  entirely  upon  the  workman's 
knowledge  of  his  job  (detailed  performance  of  opera- 
tions not  standardized). 

3.  "It  does  not  give  the  workman  a  definite  goal 
to  reach,  hence  the  high  wage  paid  does  not  reduce  the 
output  cost."  (Frederick  W.  Taylor.) 

{The  above  is  true  only  in  the  absence  of  time  and 
motion  studies.) 

The  Halsey  Plan 

Wage :  50c.  per  hour.    Premium :  One-half  time  saved 
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5.    The  Task  and  Bonus  Plan 


This  plan  was  devised  by  Henry  Gantt  and  was  based 
on  having  the  operations  studied  with  a  stop  watch,  as 
instituted  by  Dr.  Taylor.  In  fact,  Mr.  Gantt  worked 
out  his  plan  under  Taylor. 

Under  this  system  a  definite  performance  (the  task) 
for  a  given  time  is  set.  If  the  worker  can  accomplish 
this  task  in  standard  time  or  less  he  receives  a  bonus  in 
the  form  of  an  extra  time  allowance  varying  from  20 
to  40  per  cent  of  the  time  allowed  for  the  task  (accord- 
ing to  the  nature  of  the  work  and  the  degree  of  induce- 
ment necessary  to  insure  the  interest  of  the  worker).  If 
the  workman  fails  to  meet  the  task  he  receives  only  his 
basic  day-rate  which  is  guaranteed  to  him.  This  plan  of 
wage  payment  works  exactly  like  a  day-rate  up  to  the 
time  the  workman  turns  out  the  standard  output  and 
from  that  time  on  exactly  like  a  straight  piece-rate. 

This   plan   also   provides   a   bonus    for   the    foreman 

when  a  given  proportion  of  men  under  him  earn  their 

bonus.    This  encourages  the  foreman,  not  only  to  teach 

the  men  all  he  can,  but  to  remove  all  obstacles  before 

them. 

Advantages    Claimed 

1.  It  insures  the  workman  his  day-rate  and  hence 
makes  it  easy  of  introduction. 

2.  It  makes  a  high  rate  of  production  possible  (as 
under  the  Taylor  system)  and  offers  a  great  inducement 
for  high  performance. 

3.  It  reduces  labor  cost  per  unit  of  [)roduct. 

4.  It  elminates  all  possible  undue  overspeeding  (as 
is  the  case  in  straight  or  differential  piece-rate  pay  sys- 
tems). 

5.  It  provides  all  possible  assistance  to  the  worker 
that  may  help  him  earn  the  bonus.  (Training  in  the 
skill  necessary  to  earn  the  bonus  and  also  in  habits  of 
industry). 
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1.  Like  the  Taylor  plan,  the  transition  from  ineffi- 
cient time  pay  to  standard  time  and  bonus  is  made  too 
abruptly;  dividing  the  workers  thus  into  two  classes — 
those  that  can  earn  a  bonus  and  those  that  cannot. 

2.  All  but  the  most  ambitious  are  apt  to  fall  back 
frequently  upon  the  guaranty. 

William  O.  Lichtner  of  the  Thompson  &  Lichtner 
Co.  finds  that  there  is  a  great  prejudice  against  the  task 
and  bonus.  *'The  fundamental  idea  of  the  task  work  is 
good  for  it  gives  a  time  measure,  which  instructs  the 
workman  as  to  the  speed  required  to  accomplish  com- 
fortably a  good  day's  work.  The  term  'task'  is  badly 
chosen,  however,  because  workmen  chafe  under  the  idea 
of  a  task  and  we  find  that  'time  work  with  a  bonus  is 
the  best.'  " 

The  following  is  an  excerpt  from  Mr.  Lichtner's 
book  on  Time  Study  and  Job  Analysis,  Chapter  XVI, 
published  by  The  Ronald  Press  Co.,  New  York: 

Time  Work  With  a   Bonus 
Time  Alloivance 

a.  Set  a  standard  time  for  all  major  operations  of  the  de- 
partment. 

b.  Allow  additional  time  to  compensate  if  any  abnormal 
or  unforeseen  conditions  arise  on  a  job  on  which  a  standard 
time  has  been  set. 

c.  Give  each  new  operator  who  is  put  under  instructions 
upon  going  on  a  job  of  bonus  work  an  additional  time  allow- 
ance. The  amount  of  additional  time  and  the  period  over 
which  this  time  applies  will  vary  with  the  skill  required  to  do 
the  work,  the  length  of  time  operator  has  been  on  the  operation, 
and  the  number  of  changes  in  the  method  of  operating  adopted 
as  standard. 

d.  Do  not  pay  a  bonus  on  the  extra  allowed  time,  but  only 
on  the  standard  time  in  which  the  work  should  be  completed. 

Money  Payments 

a.  Set  a  base  rate  or  rate  per  hour  for  each  operation  of 
the  department.  Each  operator  will  receive  the  rate  of  the  oper- 
ation on  which  he  is  regularly  employed. 
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b  The  bonus  will  be  a  percentage  addition  to  the  Standard 
Time"  provided  the  time  taken  to  do  the  job  is  equal  or  less 
than  the  time  allowed.  Otherwise,  the  operator  will  be  paid 
at  the  base  rate  for  time  taken. 

c  When  starting  on  bonus  work,  an  operator  who  docs 
not  earn  more  than  his  present  rate  will  be  guaranteed  this  rate 
for  a  period  of  not  more  than  three  months.    This  will  be  called 

his  guaranteed  rate.  .     ,  ,  1    r      1  „o  ♦t,^« 

d     When  a  bonus  worker  is  required  to  work  for  less  than 

a  day  on  work  of  his  own  class  which  cannot  be  put  on  a  bonus, 

he  will  be  paid  the  base  rate  for  the  time  actually  put  in  on  this 

^°e  "  When  a  bonus  worker  is  required  to  work  for  a  day  or 
longer  on  work  of  his  own  class  which  cannot  be  put  on  a 
bonus,  and  if  he  has  been  earning  his  bonus  75  per  cent  of  his 
total  working  hours  for  the  past  period,  he  will  be  paid  on  the 
same  basis  as  the  average  of  his  past  month  s  earnings. 

f  When  a  bonus  worker  is  transferred  to  a  different  class 
of  work  he  will  be  paid  the  base  rate  and  bonus  on  his  regular 
work  provided  the  work  is  done  within  the  standard  time,  un^ 
less  he  can  make  more  money  on  bonus  at  the  ne\y  job. 

g  In  case  a  bonus  worker  makes  a  mistake  in  his  work  and 
does  not  rectify  it  at  the  time  he  does  the  work  he  wiH  not 
receive  his  bonus.  No  worker  will  be  given  additional  time 
to  correct  his  mistake.  If  any  work  is  discovered  to  be  faulty 
by  another  department,  the  amount  of  bonus  paid  for  the  job 
on  which  the  work  is  faulty  will  be  deducted  from  bonus  earned 

^"^h"°The^^ver seers  or  foremen  will  be  on  a  day  work  basis 
with'  no  bonus  payments  as  they  represent  the  company  and  are 
responsible   for  the  quality  and  quantity  of  the  prod"ct. 

i  A  bonus  worker  earning  a  bonus  as  designated  in  para- 
graph b  will  be  paid  for  the  time  allowed  plus  the  bonus  on  the 
time  allowed. 

THE  GANTT  TASK  AND  BONUS  PLAN 
Wage:   50c.   per  hour.      Bonus:   Minimum   and  maximum 
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This  method  of  payment  known  as  the  Taylor  Dif- 
ferential piece-rate  is  based  on  careful  time  studies  as  a 
preliminary  to  fixing  any  rate  of  compensation.  The 
task  or  number  of  units  which  a  workman  can  produce 
in.  a  given  time  is  determined  and  taken  as  a  standard. 
Two  piece-rates  are  then  set  for  the  work,  a  high  rate 
if  the  worker  does  his  task  in  the  standard  time,  or 
less,  and  a  lower  rate,  if  he  fails  to  do  his  task  in  the 
standard  time  set. 

Under  this  plan  the  workman  receives  not  only  a  high 
piece-rate  if  he  reaches  and  exceeds  the  standard,  but 
receives  the  full  piece-rate  per  piece  as  his  production 
rises,  after  he  has  attained  the  standard  performance. 

Advantages    Claimed 

1.  It  pays  a  wage  more  commensurate  with  the 
effort  of  the  worker. 

2.  It  reduces  to  a  minimum  the  chance  of  fixing  the 
rates  out  of  all  proportion  with  existing  standard  of 
wages. 

3.  It  eliminates  the  necessity  of  cutting  rates,  a 
practice  so  disastrous  to  employee  and  employer  alike. 

4.  It  stimulates  the  worker  toward  maximum  pro- 
duction. 

5.  It  penalizes  the  workman  if  he  fails  to  put  forth 
his  best  efforts,  since  the  low  piece-rate  is  set  purposely 
low  to  spur  the  man  to  try  to  attain  the  higher  rate. 

Disadvantages  Claimed 

1.  A  day-wage  is  not  assured  to  the  worker. 

2.  There  is  the  danger  of  undue  overspeeding  (as 
in  the  case  of  straight  piece-rate  method  of  payment). 

3.  It  does  not  leave  enough  room  for  initiative  on 
the  part  of  the  workman  to  originate  betterment  in  prac- 
tice (since  the  time  set  is  already  predetermined  and 
standardized  by  the  time-study  man). 
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The  Taylor  Differential  Piece-rate  System 
Low  rate:     40c.     High  rate:    50c. 
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7.  The  Emerson  Efficiency  Plan 

Under  this  method  of  compensation  a  day-rate  is 
paid  with  a  gradually  increasing  bonus  after  an  output  of 
66  per  cent  of  the  standard  has  been  attained  (i.e.,  the 
workman  is  supposed  to  be  about  J4  as  efficient  as  the 
average  man  could  be).  No  bonus  is  paid  the  worker 
unless  his  efficiency  reaches  66^^  per  cent.  At  this 
point  he  receives  a  very  small  bonus,  but  the  bonus 
increases  as  his  performance  rises  till  at  100  per  cent 
efficiency  he  receives  20  per  cent  of  his  day-rate  as  a 
bonus  i.e.  at  70  per  cent  2  per  cent;  at  80  per  cent, 
3  3/10;  at  90  per  cent,  10  per  cent;  (e.g.  at  100  per 
cent  efficiency  he  receives  20  per  cent  of  his  day-rate 
as  a  bonus). 

The  unit  of  efficiency  is  determined  for  a  period  of 
time,  such  as  a  day,  week  or  month  and  not  for  in- 
dividual operations  or  jobs. 

Advantages    Claimed 

1.  It  assures  the  workman  his  day- wage. 

2.  It  establishes  a  standard  performance  that  rep- 
resents a  full  and  fair  task  for  the  worker. 

3.  It  offers  a  large  bonus  for  the  attainment  of  the 
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standard  (as  in  the  Gantt  task  bonus  plan),  but  smaller 
bonuses  may  be  earned  before  reaching  the  standard. 

4.  It  provides  for  increasing  efficiency  not  only  on 
separate  jobs,  but  per  day,  week,  or  month  (while  the 
other  plans  have  the  individual  jobs  as  a  basis)  prevent- 
ing possible  overspeeding  on  individual  jobs  with  result- 
ing exhaustion  and  lowered  efficiency  on  subsequent  jobs. 

5.  It  provides  for  a  constantly  reduced  labor  cost 
per  unit  of  product  as  the  efficiency  of  the  worker  and 
his  earnings  per  hour  increase  (even  after  the  worker 
has  exceeded  100  per  cent  efficiency). 

Disadvantages  Claimed 

1.  There  is  the  same  objection  to  this  plan  as  to 
other  plans  which  set  a  task  arbitrarily  and  without 
consulting  the  worker. 

2.  While  the  plan  assures  the  worker  a  day-wage, 
it  does  not  assure  him  a  wage  as  high  as  in  plants  where 
there  is  no  "efficiency"  plan. 

3.  The  plan  sets  a  goal  which  few  can  reach  with- 
out overstrain. 

4.  The  standard  of  accomplishment  is  set  so  high 
that  it  is  almost  impossible  for  an  operative  to  be  more 
than  100  per  cent  efficient. 

The  Emerson  Efficiency  Bonus  Plan 
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DISCUSSION  OF  PAYMENT  SYSTEMS  ' 

Various  modifications  of  these  payment  methods  have 
been  suggested.  Mr.  Hugo  Diemer  describes  in  his 
book,  Industrial  Organization  and  Management,  a  com- 
bined bonus  and  premium  plan  in  which  20  per  cent  of 
the  hourly  wages  was  paid  as  increase  if  work  was  done 
in  standard  time,  and  a  further  ''gain-sharing  bonus,"  on 
the  Halsey  premium  plan,  was  paid  if  work  was  done  in 
less  than  standard  time. 

The  task  and  bonus  plan  may  be  applied  as  a  rate 
per  hour,  with  the  addition  of  any  desired  extra  com- 
pensation for  time,  attendance,  length  of  service,  quality 
of  product.  To  this  may  be  added  a  flat  rate  per  hour 
extra  for  all  product  turned  out  in  standard  time,  in- 
stead of  paying  the  bonus  as  a  percentage  of  the  time 
allowed. 

There  are  many  advantages  in  any  plan  which  allows 
a  considerable  part  of  the  wages  to  be  paid  on  an  hour- 
ly basis,  with  further  increases  to  those  who  approach 
or  exceed  standard  output.  The  efficiency  reward 
should  be  at  least  20  per  cent  of  the  total  wages  or  it 
will  not  be  large  enough  to  act  as  an  incentive.  One 
recommended  plan  is  a  time-  and  piece-rate  for  all  pro- 
duct over  a  given  minimum,  the  piece-rate  beginning 
with  a  production  of  from  50  to  66%  per  cent  of  stand- 
ard. 

The  time-rate  may  depend  upon  efficiency,  versatility, 
length  of  service,  attendance,  quality  of  work,  etc.,  and 
gradually  increase  with  the  operator's  progress  in  these 
several  fields.  This  time-rate  should  be  paid  in  any  case 
whether  operator's  output  is  high  or  low,  although  if  the 
operator  constantly  produces  the  greatest  output,  he  will 
receive  a  higher  time-rate  for  this  ability. 

The  piece-rate  for  production  over  a  given  quantity 
should  begin  at  a  standard  that  is  not  so  high  as  to 

»From  The  Wage  Setting  Process.     Bulletin.     Federal  Board  for  Vo- 
cational  Education.    1920. 
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discourage  the  less  efficient.  It  is  desirable  that  all  even- 
tually receive  a  considerable  part  of  the  total  wages  as  a 
result  of  ouput. 

Such  a  plan  gives  a  reasonable  latitude  in  periods  of 
rapidly  fluctuating  wages,  such  as  we  have  just  been 
experiencing  during  the  war.  The  piece-rate  and  the 
standard  output  will  remain  unchanged.  The  modifica- 
tion in  wages  to  meet  advancing  going  rates  will  be 
made  in  the  time-rate. 

After  an  operator  has  received  a  given  time-rate  it  is 
always  to  be  hoped  that  this  rate  will  never  be  lowered 
even  if  the  general  scale  of  wages  declines.  With  such 
a  plan  as  the  above  it  may  be  possible  to  maintain  a 
scale  as  established,  but  arrange  that  as  new  employees 
are  hired,  during  a  cheaper  labor  market,  they  will  re- 
ceive hour-rates  conforming  more  nearly  with  going 
rates  of  wages.  No  injustice  is  done  those  employees 
who  may  receive  lower  hour-rates,  as  their  length  of 
service,  efficiency,  and  knowledge  of  various  operations 
must  be  less  than  that  of  the  older  employees  who  have 
reached  the  higher  rates. 

Any  piece-rate,  either  straight  piece-rate  or  diflfer- 
ential  piece-rate,  once  established  must  never  be  reduced 
unless  the  task  is  simplified  so  that  by  mutual  agree- 
ment between  operators  and  management  a  lessened 
piece-rate  is  accepted. 

If  this  policy  is  agreed  upon  it  is  apparent  that 
when  a  high  rate  on  a  straight  piece-rate  basis  is  put 
into  force,  under  stress  of  a  high  labor  market,  it  be- 
comes a  permanent  part  of  costs. 

If  such  is  the  case  there  is  no  possibility  of  reducing 
costs  as  far  as  labor  itself  is  concerned  except  by  high- 
er efficiency,  improved  methods  of  production,  etc.,  but 
as  changes  of  this  nature  come  only  gradually  a  con- 
siderable burden  may  be  laid  upon  an  organization  be- 
cause it  has  no  chance  to  modify  its  labor  costs  in  pro- 
portion to  the  labor  market. 

It  is  assumed  that  any  progressive  concern  will  desire 
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to  pay  as  high  a  wage  scale  as  possible  and  equal 
to  or  above  going  rates  of  wages  for  similar  work  in 
the  same  locality.  But  this  need  not  mean,  if  general 
living  costs  are  reduced  and  if  with  this  reduction  an 
easier  labor  market  occurs,  that  the  high  wage  made 
necessary  by  a  period  of  stress  should  be  continued  for 
all  new  employees. 

;Mr.  Hugo  Diemer  in  his  book  shows  by  graphic 
charts  the  influence  of  increused  output  on  the  wage 
under  the  different  wage  systems. 

If  production  time  is  reduced  50  per  cent: 
Day- rate   does   not   vary. 
Piece-rate   shows    icx)   per   cent   increase    in    earnings. 

Taylor  differential  piece-rate — 
20   cents  per  piece,   low. 
30  cents  per  piece,  high. 
200  per  cent   increase  in   earnings, 

Halsey  50  per  cent  premium — 
50  per  cent  increase  in  earnings. 

Rowan   premium — 

50  per   cent   increase    in   earnings. 

Gantt  task  and  bonus   (30  per  cent  basis) 
140  per  cent   increase  in  earnings. 

Emerson    efficiency — 

120  per  cent   increase   in   earnings. 

Time  and  piece  for  quantity  production — 
170  per   cent   increase   in   earnings. 

A  plan  that  has  worked  successfully  in  some  places 
is  to  determine  a  reasonable  day's  output  and  arrange 
for  all  operators  finishing  the  task  to  have  the  privilege 
of  "calling  it  a  day''  and  leaving,  or  staying  and  turn- 
ing in  as  much  extra  work  as  they  wish.  This  plan 
[)resupposes  a  carefully  determined  output  and  thorough- 
ly planned  methods  of  operation. 

Most  working  men,  if  not  women,  are  ready  to  work 
a  reasonable  number  of  hours  a  day.  If  the  wage  sys- 
tem will  pay  in  accordance  with  the  production  of  each 
individual,  the  able  employees  will  produce  as  much  as 
they  are  capable  of  doing,  and  will  generally  prefer 
to  take  their  "time  off"  when  they  want  it. 
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One  other  very  important  matter  to  bear  in  mind 
when  adopting  any  of  the  systems  of  pavment,  other 
than  the  day-rate,  is  to  have  the  pay  system  itself  thor- 
oughly understood  by  every  operator.  "The  payroll 
department  should  be  brought  to  the  operator ;"  in  other 
words,  so  arrange  the  method  of  computing  earnings 
that  each  operator  will  be  constantly  informed  of  his  out- 
put and  earnings  ivom  the  start  to  the  finish  of  the  pay- 
roll period. 

This  can  be  done  by  posting  each  job's  earnings  to 
an  employee's  ticket,  which  can  be  a  duplicate  of  that 
furnished  the  payroll  and  cost  departments.  Any  plan 
that  fails  to  give  continuous  information  to  each  opera- 
tor of  his  progress  on  each  job  turned  in,  loses  a  large 
part  of  the  incentive  value  of  a  production  payment 
method;  furthermore,  such  a  method  will  be  disliked  by 
operators  in  general,  although  they  may  not  mention  it. ' 


Chart  of  Wage  Systems 

The  chart  reproduced  on  page  34  gives  comparisons 
of  the  various  wage-payment  methods. 

The  percentage  of  production  has  no  influence  on 
wages,  which  will  always  remain  at  100  per  cent,  regard- 
less of  whether  the  operator  produces  10  or  300  per 
cent. 

Straight  i)iece-rate  or  the  low  rate  of  a  differential 
piece-rate  plan  coincides  up  to  100  per  cent,  when  the 
differential  piece-rate  is  increased,  perhaps,  50  per  cent 
and  then  is  increased  in  pro])ortion  to  increased  pro- 
duction as  indicated. 

"Time-  and  piece"-rates  above  a  certain  minimum  (in 
this  case  taken  at  60  per  cent,  correspond  with  day- 
^vages  up  to  the  time  that  output  equals  60  per  cent  of 
standard,  when  they  change  to  a  piece-work  plan  for  all 
increased  production. 

K^L?^^^^-J'^^^  P^7™*^"1  P,'^"^  '"   "■■'^   include  the  Barth   Premium   Plan 
PlantTaum  pTan.        "'       '^''""    ^'""'    ^'"''^    Piece-Rate    Pbn^Ficke; 
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The  Gantt  30  per  cent  bonus  plan  follows  the  line 
A-C-H,  increasintr  30  per  cent  over  day-wages  at  100 
per  cent  production,  and  from  then  on  hicreasing  in 
the  proportion  indicated. 

The  Emerson  efficiency  plan  begins  to  increase 
wages  at  66%  per  cent  and  pays  20  per  cent  more  than 
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(lay-wages  at   100  per  cent  production;    from   then   on 
it  pays  the  percentage  as  shown. 

The  Halsey  premimum  method  pays  day-wages  (line 
A-C)  until  production  is  equal  to  the  best  previous  rec- 
ord (here  assumed  to  be  100  per  cent).  All  increased 
output  is  paid  in  the  proportion  indicated. 

The  Rowan  premium  plan  differs  from  the  Halsey 
as  indicated. 

WAGE  PLANS  * 
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WAGE  SYSTEMS  AT  THE  WESTINGHOUSE 

ELECTRIC  COMPANY^ 

The  ideals  of  any  pL^n  are  good  wages  and  low 
unit  cost,  or  those  conditions  which  make  for  quality, 
quantity,  minimum  waste,  and  a  satisfied  body  of  work- 
men. The  latter  is  by  far  the  most  important,  as  it  is 
necessary  to  have  a  contented  organization  before  the 
other  results  can  be  obtained.  We  believe  the  wage- 
payment  plan  which  approaches  these  ideals  the  most 
closely  is  our  "standard  time"  system.  Before  discus- 
sing this  method  let  us  review  briefly  the  other  West- 
inghouse  wage-payment  plans,  which  are  day-work, 
piece-work,  premium,  group,  and  task-work. 

More  supervision  is  required  on  day-work  than  con- 
tract work,  to  see  that  employees  produce  a  fair  day's 
work,  but  closer  inspection  is  required  on  contract  basis 
to  get  quality.  By  contract  work  is  meant  any  system 
other  than  straight  day-work.  All  contract  plans  gen- 
erally bring  about  greater  quantity,  lower  unit  cost,  and 
greater  ease  in  cost  prediction  and  distribution  than  day- 
work. 

Great  precaution  should  be  exercised  when  changing 
from  one  wage-payment  plan  to  another.  Such  a  change 
is  a  grave  one  and  the  conversion  should  be  so  planned 
that  the  workman  earns  as  much  or  more  than  before. 

There  is  likely  to  be  a  misunderstanding  as  to  the 
meanings  of  several  terms  applied  to  our  wage  systems. 
Base  time,  as  we  use  that  term  at  the  Westinghouse 
plant,  is  not  standard  time  or  time  allowed,  but  the 
minimum  time  in  which  the  best  man  can  do  a  job  under 
the  best  conditions.  Standard  time  is  that  in  which  the 
average  man  can  perform  the  job.  Time  allowed  is  that 
which  is  considered  necessary  to  make  a  fair  wage,  or 
is  the  same  as  standard  time  in  the  task  and  bonus  and 
standard-time  systems.  Time  limits  on  premium  work 
are  generally  about  twice  standard  time. 

»  From  the  experiences  of  the  Westinghouse  Electric  and  Manufacturing 
Company.     Factory.    25  :  1563-6.     November    15,    1920. 
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Three  Common  Ways  of  Calculating  Wages 

1.  Day- Work 

Wages=rateXhours    worked 
Example :   50  cents^hourly   rate 

8:=number  of  hours  worked 
Wages=8Xo.5o=$4.oo 

2.  Piece-Work 

Wages=:Number  of  piecesXprice  per  piece 
Example :  45  cents=:price  per  piece 

I4=number  pieces   completed 
Wages= i4Xo.45=$6.30 

3.  Premium 

Wages=premium     rateXtime     taken-|-J^    premium 

rateX(time  allowed — time  taken) 
Example :  40  cents=premium  rate 
8  hours=time  allowed 
5  hours^time  taken 
Wages=:  .40X5+1^  .40c.  (8— 5)  =$2.60 


How   Three   Payment    Plans    Work 

Day-work  is  the  oldest  plan,  and  probably  still  the  most 
used.  The  oldest  form  with  an  incentive  is  piece-work;  with  the 
premium     plans     there     is     a    considerably    higher    incentive 

Now  let  us  take  up  the  various  plans  in  detail, 
one  at  a  time. 

L  The  oldest  plan  and  perhaps  the  one  most  used 
today  is  that  of  day-work,  wherein  payment  is  made  by 
the  hour,  day,  week,  or  month.  We  pay  for  day-work 
by  the  hour. 

More  than  50  per  cent  of  our  shop  employees  are 
day-workers.  Its  simplicity  makes  it  easy  in  figuring 
payrolls  and  easily  understood  by  workmen.  The  lack 
of  incentive  is  a  drawback  which  retards  quantity  pro- 
duction and  tends  to  slow  up  the  fast  worker  to  the 
pace  of  the  slow.  However,  some  incentive  can  be  add- 
ed in  the  form  of  increases  as  a  recognition  of  individual 
ability.  Day-work  is  flexible  in  so  much  as  rates  can  be 
changed  easily  to  comply  with  current  prices  paid  for 
labor.  It  is  difficult  to  proportion  day-work  costs. 
However,  it  is  often  the  only  method  of  adequately 
paying  for  work  the  nature  of  which  changes  rapidly 
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or  where  quality  is  the  consideration  of  prime  import- 
ance. 

2.  The  oldest  method  of  wage  payment  with  an  in- 
centive is  piece-work. 

Piece-work,  at  right  prices,  effects  quantity  of  pro- 
duction, ease  in  cost  accounting  and  distribution,  lower 
unit  cost,  and  satisfaction  and  proportional  wages  among 
workmen.  Too  often  piece-work-rates  have  been  estab- 
lished by  guesswork  rather  than  by  facts  and  scientific 
investigation. 

When  workmen  made  abnormal  wages  under  im- 
properly set  piece-work-rates,  the  rates  were  cut  and  dis- 
satisfaction followed.  Unless  the  workers  have  unusual 
confidence  they  fear  the  cutting  of  piece-work  prices  and 
will  not  produce  to  the  extent  of  their  ability. 

Workmen  should  be  encouraged  to  make  all  they 
can  and  no  cuts  should  be  made  unless  the  manufactur- 
ing methods  are  changed  enough  to  warrant  such  ac- 
tion. For  this  reason  piece-work  is  inflexible  and  very 
undesirable  when  it  is  necessary  to  make  wage  adjust- 
ments to  take  care  of  length  of  service,  improved  work- 
manship, and  changes  in  the  labor  market.  Many  em- 
ployers think  they  are  paying  for  what  they  get  on 
piece-work,  but  this  is  not  true  if  employees  loaf  on 
the  job.  Indirect  or  overhead  expenses  are  constant  re- 
gardless of  quantity  of  production. 

Piece-work  is  best  suited  to  departments  where  tools 
and  methods  are  well  standardized  and  where  a  large 
number  of  like  pieces  are  produced.  Piece-work  is  un- 
desirable to  the  extent  that  it  does  not  take  care  of  the 
differences  in  individuals  as  to  ability  and  spoiled  work. 
Some  workers  are  capable  of  doing  a  great  variety  of 
work  or  of  building  special  parts. 

When  put  on  special  jobs  these  men  get  no  more  than 
the  specialists  with  their  knowledge  of  only  one  or  two 
jobs.  Again,  two  men  doing  the  same  kind  of  work  and 
turning  out  the  same  amount  of  product  receive  the 
same  earnings  regardless  of  the  amount  of  material  that 
one  of  the  two  might  spoil. 


3.  In  our  premium  plan  a  worker  is  paid  for  the 
actual  time  he  takes  on  the  job  at  his  regular  rate,  and 
in  addition  he  is  paid  at  one-half  his  regular  rate  for 
any  reduction  in  time  allowed.  The  premium  incentive 
is  high,  the  guaranteed  rate  low,  the  unit  cost  small,  the 
earnings  fair,  and  the  accounting  complicated. 


4.    How  Wages  are  Figured  by  the  Group  Premium  Plan  | 

(a) 

Check 

Numbers 

(b) 

Hours 

Worked 

(c) 

Premium 

Rate 

Time 

paid  for 

(bXh) 

(J) 
Earnings 

(cXi) 

I 
2 

3 

4 

86 
92 

98 

104 

.30 
■36 

.42 

.48 

133-5 
143. 
152. 
161.S 

40.05 
51.48 
6384 
77.52 

Total 

380 

590.0 

232.89 

(d)  Total  time  allowed,  (from  limit  cards)  =800  hours 

(e)  Total  premium  time   (d-b)— 420  hours 

(f)  Group  share  of  premium  time  (^  of  e)-2io  hours 

(g)  lotal  time  (b-f-f)  =590  hours 

(h)     Percentage  increase  over  time  taken   (g-^b)  =  iS5  per 
cent. 

A  Plan  With  a  High  Incentive 
When  group  production  determines  payment  the  better  work- 
men  will   not  tolerate  the  poorer  ones.     This  plan   encourages 
attendance,  simplifies  inspection,  and  provides  supervision  with- 
out extra  cost.  ■ 

4.  An  application  of  our  premium  system  is  that  of 
premium  payment  on  group  work.  The"' method  of  cal- 
culating the  wages  for  each  member  of  the  group  is 
clearly  shown  in  the  illustration  above. 

A  number  of  workmen,  preferably  not  exceeding 
ten,  are  grouped  together  under  a  leader.  The  leader 
attends  to  the  supply  of  materials  and  tools,  supervises 
the  work,  and  helps  with  the  work  when  not  engaged 
on  other  duties. 

A  time  limit  is  placed  on  each  piece  of  apparatus. 
The  earnings  of  each  individual  in  the  group  are  his 
hourly-  or  premium-rate  multiplied  by  an  increased  time. 
This  mcreased  time  is  calculated  by  multiplying  the  time 
worked  by  each  man  by  the  ratio  of 
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time   taken-j-^    (time   allowed— time  taken) 


time  taken 

Individual  time  slips  are  not  used,  as  the  time  is  cal- 
culated from  check  board  readings  or  clock  cards. 

Group  work  eliminates  poor  or  undependable  work- 
men because  the  other  members  of  the  group  will  not 
tolerate  loafing  or  incapability.  It  also  simplifies  account- 
ing by  eliminating  individual  time  slips,  encourages  at- 
tendance, simplifies  inspection,  and  provides  its  own 
supervision  without  extra  cost. 


5. 


Wages  by  the  Task  Work  Plan 


Wages=rateXhours  worked   (if  task  is  not  met) 
Wages=i3o7cXrateXtask    (if  task  is  met) 
Example:  4  hours=task 
40  cents=guaranteed  rate. 
Wages=5X40=$2.oo  if  done  in  5  hours 
Wages=i30%X4oX4=$2.o8  if   done  in  4  hours  or 


less 


A  Plan  With  A  High  Incentive 
The  guarantee  rate  is  too  low  to  stimulate  a  poor  worker. 
With  good  workers,  however,  this  plan  results  m  quantity  pro- 
duction and  high  wages 

5  Workers  on  the  task  plan  are  paid  a  bonus  of  60 
per  cent  if  thev  perform  the  task  in  the  time  allowed , 
otherwise,  thev' receive  their  guaranteed  rate  The  above 
illustration  shows  how  wages  are  calculated  by  this  plan. 

One  can  readily  see  the  high  incentive  to  perform  the 
task  in  the  time  allowed.    Tasks  should  be  very  closely 
set  so  that  onlv  the   efficient  and  those   ntted   for   the 
work  can  make  out.    The  guaranteed  rate  is  so  low  tha 
there   is  very   little   inducement   for   those   who   cannot 

meet  the  task. 

Task  accounting  and  cost  distril)ution  are  compaia- 
tively  simple  and  the  system  is  easily  understood  by  work- 
men       However,     the     guaranteed     rate     discourages 
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beginners  to  learn  very  difficult  work.  Task  work,  like 
other  contract  plans,  makes  for  quantity  production  and 
high  wages. 

Why  the  Standard-Time  Plan  Is  Better 


6.    The  Standard-Time  Plan  of  Wage  Payment 


Wagcs=:Standard    timcXstandard-time-ratc     (if    work 
is  done  in  standard  time  or  less) 

Wages=:Time  takenXday-rate   (if  work  is  not  done  in 
standard   time) 

Example :  54  cents=guaranteed  day-rate 

60  cents=standard-time-rate 
4  hours=standard  time 

Wages=4X-6o=$2.40  if  work  is  done  in  standard  time 
or  less 

If  done  in  2  hours,  hourly  earnings=:$i.20 

VVages=4^X.54-$2.43  if  it  takes  43/2  hours  to  do  the 
job 


The    Company   Favors    This    Plan 

"Our  standard-time  plan  has  been  established  to  overcome 
many  disadvantages  and  combine  the  advantages  of  other  wage- 
payment  plans" 

6.  Our  standard-time  plan  has  been  established  to 
overcome  many  of  the  disadvantages  and  combine  the 
advantages  of  our  other  wage-payment  plans.  Stand- 
ard time  is  a  reasonable  time  in  which  a  job  should  be 
(lone  by  an  average  man.  Labor  is  paid  for  at  a  prevail- 
ing day-work  rate  if  a  job  is  not  done  in  standard 
time  and  a  corresponding  higher  rate  is  paid  if  the  work 
is  done  in  standard  time  or  less. 

With  the  high  guaranteed  day-rate  the  earnings  of 
the  new  man  are  higher  than  they  would  be  under  any 
of  our  other  systems  except  straight  day-work.  This 
system  is  easily  understood  and  very  attractive.  For 
example — a  guaranteed  rate  of  35  cents  per  hour  and 
39  cents  per  hour  for  extra  effort  is  more  attractive  to 
the  new  man  than  a  guaranteed  rate  of  26  cents  per  hour 
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and  39  cents  per  hour  for  extra  effort  as  in  our  pre- 
mium system. 

Let  us  make  a  comparison  of  the  standard-time  sys- 
tem with  the  premium,  task  and  bonus  systems. 

Hourly  earnings  for  the  efficient  man,  or  for  the  one 
who  does  a  job  in  less  than  standard  time,  are  greater 
than  on  premium  work  because  the  worker  is  paid  for 
his  increased  efficiency  at  a  higher  rate  than  on  pre- 
mium. ^ 

The  standard-time  plan  has  a  high  day-rate  and  low 
Hicentive,  and  the  task  and  bonus  system  has  a  lower 
day-rate  and  higher  incentive.  The  fundamentals  of  both 
systems  are  similar. 


A    COMPARISON    OF    THE    STANDARD-TIME    ANlT 
WAGE-PAYMENT   PLANS 


IVREMIUM 


Premi- 
um 
Cost 
Per 
Oper- 
ation 


.159 
.055 
.263 

.363 
.198 

•137 
4.040 
1. 010 


Total     6,225 


Stand- 
ard 
Time 
Cost 
per 

Oper- 
ation 


Differ-    %  De- 
ence   1  crease 

in  in 

Cost       Cost 


.104 
.058 
.262 

.347 
.128 
.oq8 
3.680 
.023 


5.600 


Average 


—•055 
+.003 
— .001 
— .016 
— .070 

—•039 
— .360 
—.087 

— .625 


-H.34.6 
5-5 
0.4 
--  4.4 
35.3 
—28.4 
f  8.9 
+  8.6 


Time 
Taken 
Pre- 
mium 
Plan 


.158 
.073 
.370 

.551 

.230 

.149 

5.400 

1.540 


Time 
Taken 
Stand- 
ard 
Time 
Plan 


8.471 


10.00 


.098 
.060 
.276 

•347 

.105 

.114 

3.730 

1.040 


Reduc-      Prc- 
tion     !  mium 

in       :  Earned 
Time  ;    Rate 


5.770 


.060 
.013 
.094 
.204 
.125 

•035 

1.670 

.500 


2.701 


1. 00 
•75 
•  71 

.66 

.86 

.84 

•748 

.66 


Stand- 
ard 

Time 
Karned 

Rate 


Average  reduction  in  time  31.9  per  cent 
Average   decrease   in   cost  of   labor    10   per  cent 
Average  increase  in  earned   rate    19.8  per  cent 


•  778 


•93 

.91 

.88 

1.09 

•935 

.780 

1.026 

.906 


.932 


How  Two  Different  Plans  Line  Up 
Comparing  the  standard-time  with  the  premium  plan  shows 
how  the  first  of  these  IS  better  both  for  the  company  and  for 
he  employee      The  table  has  been   compiled   from   actual  cost 
data  m  one  of  the  departments 

The  statements  advanced  in  favor  of  our  standard 
time  are  for  the  workmen's  benefit,  so  that  one  might 
ask  "Where  does  the  company  get  oflF?''  The  table  "Com- 
parison of  Standard  Time  and  Premium  Wage  Payment 
Plans,"  above,  shows  the  advantage  of  standard  time  to 
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the  company  as  well  as  to  the  employee.  The  table  has 
been  compiled  from  actual  cost  data  in  the  large  indus- 
trial motor  department. 

This  department  recently  changed  several  sections 
from  premium  to  standard-time.  The  table  shows  that 
the  time  on  the  eight  operations  was  reduced  nearly 
32  per  cent,  labor  cost  was  decreased  10  per  cent,  and 
workmen's  earnings  increased  by  20  per  cent. 

The  system  can  be  applied  to  any  work  on  which 
it  is  possible  to  set  a  time  limit.  It  is  as  flexible  as  day- 
work.  On  account  of  its  simplicity  it  is  easy  for  work- 
men to  understand  and  makes  accounting  easy.  The 
high  da}-rate  is  commensurate  with  prevailing  rates 
in  the  community.  Although  the  incentive  appears 
small,  an  employee  can  earn  at  least  as  much  as  he  could 
by  putting  forth  the  same  effort  on  any  of  our  other 
wage  systems  under  the  same  working  conditions. 

Some  peo])le  think  that  an  employee  who  makes  ab- 
normal wages  under  a  proper  time  limit  should  not  be 
increased  in  pay.  This  is  a  fallacy,  and  one  should 
bear  in  mind  that  the  more  one  accomplishes  in  a  given 
time,  the  cheaper  will  be  the  unit  cost.  This  brings  up 
the  question  of  "going  too  fast."  After  reaching  a  cer- 
tain rate  of  speed  the  wear  and  tear  on  men,  machines, 
and  tools  is  sufficient  in  turn  to  produce  an  increase  in 
miit  cost,  so  the  whole  problem  of  how  much  a  man 
should  produce  simmers  down  to  a  matter  of  good  judg- 
ment. 

With  wage-payment  plans  such  as  task  and  bonus, 
or  standard-time,  where  the  time  limits  are  set  very 
closely,  all  failures  to  meet  the  time  should  be  carefully 
followed  by  some  card  or  performance-chart  system  to 
determine  the  cause  of  failure. 

An  attempt  has  been  made  to  show  the  advantages 
and  disadvantages  of  the  Westinghouse  wage-payment 
systems.  After  all,  the  success  of  any  system  depends 
primarily  on  a  knowledge  of  the  correct  time  in  which 
the  jobs  should  be  done. 
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Wage 

System 


Advantages 


Day-Work 


Simplicity;  ease  in  account- 
ing; easily  understood  by 
workmen;  flexible;  makes  for 
quality;  is  easy  to  apply  to 
variable  work. 


Disadvantages 


Piece-Work 


Prem 


mm 


Simplicity;  ease  in  account- 
ing and  cost  distribution;  ef- 
fects quantity  production  and 
low  labor  cost;  proportioning 
of  wages  according  to  amount 
done. 


No        incentive       for 

auantity  production; 
ifficulty  in  cost  pre- 
diction and  distribu- 
tion; makes  fast 
worker  slow;  high 
unit  cost. 


Group 
Premium 


Effects  small  labor  cost; 
agreeable  to  workmen;  flex- 
ible. 


Simplicity;  ease  in  account- 
ing; flexibility;  high  incen- 
tive; effects  quantity  produc- 
tion   and    low    labor    cost. 


No  guaranteed  rate; 
not  flexible;  hard  to 
change  rates;  makes 
dissatisfied  workmen; 
requires  close  inspec- 
tion. 


Low  guaranteed  rate; 
unsatisfactory  for  be- 
ginner: makes  com- 
plicated accounting; 
requires   inspection. 


Task 


Standard 
Time 


Effects  small  labor  cost; 
simplifies  inspection;  provides 
supervision  at  small  cost; 
eliminates  poor  workmen  and 
individual  time  slips;  en 
courages  attendance. 


Complicated  account- 
ting;  low  guaranteed 
rate;  not  attractive 
to  new  men. 


Requires  inspection; 
low  guaranteed  rate; 
not  attractive  to  new 
men. 


High  guaranteed  day-rate; 
simplicity;  easy  for  work- 
men to  understand;  high 
earnings;  low  cost;  quantity 
production:  ease  in  account- 
ing and  cost  distribution; 
flexible. 


Rcguires  inspection; 
and  a  close  follow- 
up  when  standard 
time  is  not  met. 


Method  of 
Calculating 


DR=Day-rate 
H  =  Hours  worked 
W=Wages 
W=HXDR 


PP=Price  per  piece 
N=Number  of 

pieces 
W=:Wages 
W=NXPP 


PR=:Premium-rate 
TA=Time    allowed 
TTrzTime   taken 
W=:Wages 
VV=PR    (TT-fJ^ 
(TA— TT)) 


PR=Premium-rate 
TA=Time    allowed 
TT=Time  taken 
W^Wages 
W=PR   (TT-fi^ 
(TA— TT)) 


TT=Time  taken 
TR=Task-rate 
TA=Time  allowed 
30%=Bonus 
W= Wages 
W=TA   (TR-f  .3 

JR)    if   task 

is   met 
W=TTXTR  if 

task    is    not 

met 


SR=Standard-Time- 

Rate 
TA:=Time   allowed 
DR=Guaranteed- 

rate 
HW=Hours  worked 
WrrWages 
W=SRXTA    if 

completed      in 
standard  time 
W=DRXHW    if    it 
is   not    met 


"  rv>JI[!f  ^    ^'^  calculated    bv    the    six    plans    used    by   the    Westinghouse 
Company,    and    what    the    aavantages   and    disadvantages   of   each    ar? 
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WAGE   PAYMENT  SYSTEMS  IN   MACHINE 

SHOPS  ^ 

Factors  Involved  in  Determining  V^ages 

There  are  three  factors  involved  in  determining  what 
the  scale  of  wages  ought  to  be.  These  are  (1)  the  ef- 
fect on  the  cost  of  production;  (2)  the  efifect  on  the  em- 
ployee; and  (3)  the  possibility  of  applying  a  certain 
method  of  wage  payment  to  the  particular  work  in  ques- 
tion. While  there  are  a  great  many  methods  of  wage 
payment,  they  can  all  be  summarized  into  three  main 
groups,  as  follows:  (1)  Paying  a  man  for  the  time  he 
spends  at  work;  (2)  paying  for  the  amount  of  work 
done;  and  (3)  sharing  the  profits  of  the  work  with  the 
man.  The  first  method  is  generally  termed  ''day-work" ; 
the  second  is  some  kind  of  piece  work,  and  the  third  is 
a  reward  not  only  for  the  employee's  direct  work,  but 
also  for  faithful  service  over  a  specified  period  of  time. 
It  consists  of  an  annual  distribution  of  profits,  and  makes 
it  necessary  that  the  man  should  have  been  with  the 
concern  for  a  period  long  enough  to  be  entitled  to  share 
in  such  profits.  In  modern  industry,  paying  a  man  for 
the  amount  of  work  he  does  is  becoming  more  and  more 
common;  its  various  modifications  being  known  as 
straight  piece-work,  premium,  task-and-bonus,  and  stan- 
dard time  systems. 

The  Day-work  Method  of  Wage  Payment 

In  the  past,  it  has  been  the  common  practice  to  pay 
a  fixed  hourly-  or  daily-rate.  In  the  machine  industries 
today,  when  this  system  is  used,  the  unit  is  the  hour. 
The  disadvantages  of  the  day-work  system  are  that, 
when  no  records  are  kept  of  the  time  taken  on  individual 
operations,     each    man    on    the    same    class    of    work 

•  '  ^^  }^\  ^-  ^^^^^.''^^  Secretary  of  the  Occupations  and  Rates  Com- 
mittee of  the  Westinghouse  Electric  &  Manufacturing  Company,  East 
Pittsburgh,  Pa.  Machinery.  25  :  1115-16.  August,  1919.  Reprinted  by 
permission.     Copyright   1919,  by  the  Industrial  Press,  New  York. 
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receives  the  same  wage,  regardless  of  the  work  that  he 
does.  Consequently,  the  more  efficient  worker  finds  that 
he  receives  little  more  than  men  who  do  less  work  than 
he.  If  he  is  given  a  higher  rate,  his  fellow-workers  will 
be  dissatisfied.  If  adequate  records  are  not  kept  to  show 
differences  in  performance,  an  increase  in  the  rates  paid 
to  a  few  men  is  likely  to  cause  trouble.  The  more  in- 
dustrious men  become  discouraged,  cease  to  put  forth 
extra  effort,  and  soon  fall  to  the  level  of  the  less  able 
workers.  It  was  doubtless  this  system  that  brought 
about  the  organization  of  labor  unions,  because  the  only 
way  in  which  a  man  could  increase  his  earnings  to  any 
extent  was  by  obtaining  higher  wages  for  a  whole  group 
of  men  engaged  on  the  same  class  of  work. 

When  records  of  the  performance  of  each  man  are 
kept,  it  is  possible  to  determine  when  wage  increases  are 
justified,  even  with  day-work.  However,  even  then  the 
increase  in  reward  is  not  automatic,  as  it  is  under  some 
form  of  piece-work,  and  there  is  no  direct  connection 
between  the  effort  and  the  increased  compensation. 

Advantages  of  the  Day-work  System  of  Wage 

Payment 

On  the  other  hand,  the  day-work  system  has  several 
advantages,  and  in  small  plants  employing  not  more  than 
about  one  hundred  men,  where  the  manager  is  in  close 
contact  with  every  employee,  the  day-work  method  may 
prove  satisfactory.  It  has  the  advantage  of  simplicity  in 
keeping  the  payroll ;  it  is  easily  understood  by  the  em- 
ployee; and  it  is  believed  that  the  inspection  expense 
can  be  reduced,  because  there  is  no  incentive  for  the 
workman  to  hurry  and  thereby  slight  his  work.  When 
special  care  and  accuracy  are  required  in  work  which 
should  not  be  hurried  and  which  cannot  be  easily  inspect- 
ed, day-work  is  doubtless  the  best  method  of  paying  for 
the  service.  There  are  certain  jobs  that  require  little 
more  than  the  presence  of  the  employee;  these  should 
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also  be  paid  by  day-rates.  This  class  of  work  includes 
the  operation  of  elevators,  the  firing  of  steam  boilers, 
etc.  There  are  also  certain  classes  of  work  where  the 
output  is  limited  by  the  speed  or  the  capacity  of  the 
machine  and  not  by  the  effort  of  the  operator;  the  day- 
work  system  is  the  one  to  employ  in  such  instances. 
In  addition,  there  are  a  number  of  cases  where  the  work 
is  not  uniform  in  character,  and  where  it  is  difficult 
to  measure  what  would  be  a  reasonable  output  in  a 
given  time.  Patternmaking  and  toolmaking  have  been 
thought  to  come  within  this  class,  although,  during  re- 
cent years,  some  work  of  this  kind  has  been  placed  on 
a  piece-work,  premium,  or  bonus  basis,  and  this  has  re- 
sulted in  increased  earnings  for  the  men  and  decreased 
labor  cost  for  the  manufacturer.  In  general,  produc- 
tion will  never  rise  to  its  possible  limits  under  the  day- 
work  system.  An  incentive  must  be  given  for  extra  ef- 
fort and  one  of  the  piece-work  plans  of  wage  payment 
will  furnish  this  incentive. 

Contract  Systems  of  Wage  Payment 

The  term  "contract  system"  is  used  to  include  all 
systems  in  which  the  employee  is  paid  for  the  amount 
of  work  done  instead  of  for  the  time  spent  on  the 
work.  Any  such  system,  to  be  successful,  must  pro- 
vide all  possible  help  to  the  employee  in  regard  to 
machines,  tools,  materials,  and  instructions.  The  work- 
man should  be  asked  to  perform  only  operations  for 
vvhich  he  has  been  especially  trained,  or  with  which  he 
is  familiar;  while  other  labor  should  do  the  less  impor- 
tant things  in  connection  with  the  work,  such  as  mov- 
ing materials,  getting  tools,  blueprints,  etc.  To  obtain 
the  best  results,  it  is  necessary  that  the  employee  be 
taught  to  perform  the  operations  according  to  the 
methods  determined  by  the  careful  study  of  experts. 
Furthermore,  contract  prices,  when  once  established 
should     not     be     changed     unless     the     methods     of 
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performing  the  operation  are  materially  altered  or  unless 
there  is  a  change  in  equipment  or  material. 

Formerly,  contract  prices  were  established  either  from 
records  of  previous  performances  or  from  estimates  by 
a  foreman.  Most  of  the  dissatisfaction  with  contract 
rates  on  the  part  of  the  workmen  has  been  due  to  in- 
correct prices  determined  in  this  manner  without  suffi- 
cient knowledge  of  the  conditions.  If  the  contract  prices 
are  cut  as  soon  as  a  workman  is  able  to  earn  a  high 
wage,  he  naturally  loses  his  desire  to  exert  additional 
effort.  He  will  make  a  studied  effort  to  limit  produc- 
tion to  the  maximum  that  he  thinks  is  safe  without 
having  the  price  cut. 

Advantages  .and  Disadvantages  of  Straight 

Piece-work 

In  straight  piece-work  the  amount  due  the  workman 
is  determined  by  multiplying  the  number  of  pieces  com- 
pleted by  a  set  price  per  piece.  In  this  system  all  the 
saving  in  direct  labor  cost  goes  to  the  workman,  while 
the  employer  benefits  by  the  increased  production  and 
the  resulting  decrease  in  overhead  cost  per  unit  of  work. 
The  main  advantages  of  the  piece-work  system  are  the 
facility  with  which  costs  can  be  determined  in  advance; 
the  ease  with  which  the  payroll  is  kept  and  the  sim- 
plicity of  the  system  to  the  workman.  It  is  generally 
recommended  that  the  straight  piece-work  system  be 
applied  only  where  the  degree  of  skill  is  not  an  im- 
portant factor,  where  the  work  can  be  inspected  easily, 
where  it  is  of  a  repetitive  nature,  and  where  the  opera- 
tions are  few  and  simple. 

The  disadvantages  of  straight  piece-work  are :  ( 1 ) 
It  is  difficult  to  apply  when  the  operations  are  not 
fairly  uniform  over  a  considerable  length  of  time;  (2)  it 
is  not  easily  adjusted  to  take  care  of  the  fluctuations  in 
the  average  price  of  labor;  (3)  it  bears  no  relation  to 
the  value  and  the  skill  of  the  man,  apart  from  his 
ability  to  perform  a  certain  operation  within  a  given  time ; 
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(4)  the  employee  is  not  guaranteed  a  minimum  day's 
pay;  (5)  adjustments  cannot  be  easily  made  to  take 
care  of  conditions  beyond  the  operator's  control,  such 
as  failure  of  power,  breakdown  of  machines,  and  poor 
material. 

Methods  of  Overcoming  the  Objections  to 
Straight  Piece-work 

Various  methods  have  been  devised  for  overcoming 
some  of  the  objections  to  straight  piece-work.  The 
fourth  disadvantage,  mentioned  in  the  preceding  para- 
graph, may  be  eliminated  by  establishing  a  day-rate  for 
each  employee,  which  is  guaranteed  to  him.  If  for  any 
reason,  he  is  unable  to  earn  as  much  by  piece-work  as 
the  equivalent  of  this  guaranted  rate,  then  he  is  paid  at 
the  guaranteed  rate  instead  of  at  the  piece-work-rate;  in 
other  words,  he  is  always  assured  of  a  minimum  pay  per 
day. 

A  modification  of  the  straight  piece-work  system  is 
known  as  the  differential  piece-work  method.  This 
makes  use  of  two  piece-work  rates  for  the  same  job.  A 
standard  time  is  established  in  which  the  job  should  be 
performed.  If  it  is  not  performed  in  the  standard  time, 
or  less,  the  lower  of  the  two  piece-work-rates  will 
be  ])aid,  but  if  it  is  performed  in  standard  time  or  less, 
then  the  higher  rate  will  be  paid.  In  this  way,  an  addi- 
tional incentive  is  given  for  increased  effort. 

GrOITP    SY.STEM    OF   WaGE   PAYMENT 

When  a  number  of  men  work  together,  as  in  assembly 
work,  it  is  difficult  to  pay  piece-rates  to  each  individual. 
In  tliat  case  it  is  an  advantage  to  consider  them  as  a 
group  under  a  gang  boss.  A  maximum  labor  cost  is  then 
placed  upon  the  work  to  be  performed  by  them.  When 
the  work  is  finished,  the  total  earnings  of  the  group  will 
be  equal  to  the  sum  of  the  day-rate  wages  of  each  man 
plus  half  the   difference  between   their   wages   and   the 
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maximum  labor  cost  estimated  for  the  work.  Each  man's 
share  in  this  additional  bonus  is  proportional  to  his  hour- 
ly-rate and  the  number  of  hours  that  he  has  worked  on 
the  job.  Generally  the  individual  is  guaranteed  a  day- 
rate.  This  system  is  often  used  where  the  output  of  one 
workman  is  directly  dependent  upon  the  output  of  other 
men.  Certain  classes  of  foundry  w^ork,  assembling 
operations,  and  riveting  may  be  mentioned  as  examples 
of  work  which  are  adapted  to  the  group  system. 

Premium  System  of  Wage  Payment 

In  order  to  establish  a  premium  system  of  wage  pay- 
ment, time  studies  are  required  for  determining  a  stan- 
dard time  in  which  the  work  should  be  performed.  This 
standard  time  should  be  the  time  required  by  an  average 
operator  working  under  average  conditions.  When  the 
work  is  completed  in  less  than  the  standard  time,  the 
operator  is  paid  at  a  certain  hourly-rate — the  premium- 
rate — for  the  time  saved,  in  addition  to  his  regular  rate. 
The  premium-rate  generally  varies  from  25  to  50  per 
cent  of  the  regular  hourly-rate. 

As  an  example  of  this  method,  assume  that  the  stan- 
dard time  for  a  piece  of  work  is  six  hours,  and  that  the 
workman  is  paid  at  the  rate  of  40  cents  an  hour.  As- 
sume, further,  that  the  premium  rate  is  50  per  cent  of  the 
regular  rate,  or  20  cents  an  hour.  If  the  man  performs 
this  work  in  six  hours,  he  will  be  paid  at  his  regular 
hourly-rate,  or  6  x  0.40  =  $2.40.  If  he  performs  it  in 
four  hours,  he  will  be  paid  the  hourly-rate  for  four 
hours,  and,  in  addition,  the  premium-rate  of  20  cents  an 
hour  for  the  two  hours  saved.  His  pay  for  the  job 
would  be  (4  X  0.40)  +  ^2  x  0.20)  or  1.60  +  0.40  =  $2. 
This  is  for  four  hours'  work,  which  makes  his  rate  50 
cents  an  hour.  His  day-rate  is  always  guaranteed  so  that 
should  he  require  more  than  six  hours  in  which  to  per- 
form the  job,  he  will  still  be  paid  his  regular  hourly-wage 
for  the  total  time  that  he  takes  for  the  work. 
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The  premium  plan  is  a  profit-sharing  plan,  under 
which  the  employer  and  the  employee  share  in  the  gain 
from  the  increase  in  the  output.  The  employer  is  justi- 
fied in  obtaining  some  of  this  gain,  because  the  machines 
are  used  harder,  and  more  power  and  supplies  are  em- 
ployed. By  dividing  the  profits,  there  is  less  incentive  on 
the  part  of  the  employer  to  reduce  the  standard  time  in 
order  to  reduce  the  earnings  of  the  workmen. 

The  most  obvious  advantage  of  the  premium  plan 
over  the  straight  piece-work  plan  is  that  it  permits  of 
different  hourly-rates  for  dififerent  men,  and  hence  has 
more  flexibility.  When  hourly-rates  must  be  changed  on 
account  of  changes  in  the  labor  market,  the  adjustments 
necessitated  thereby  are  easily  made,  as  the  standard  time 
remains  the  same  and  only  the  hourly-rates  of  the  men 
are  changed.  The  greatest  disadvantage  of  the  premium 
plan  is  that  it  involves  more  accounting  work,  necessitates 
careful  time  study,  and  involves  the  keeping  of  many 
records. 

The  Task  and  Bonus  Plan  of  Wage  Payment 

In  the  task  and  bonus  plan  the  standard  time  is  deter- 
mined the  same  as  in  the  premium  plan,  but  instead  of 
paying  a  premium-rate  for  the  time  saved,  a  bonus  (from 
25  to  50  per  cent  of  the  total  wage  paid  for  the  standard 
time)  is  allowed  the  operator,  if  he  completes  his  task 
in  standard  time  or  less.  For  example,  suppose  the 
standard  time  is  six  hours  and  the  hourly-rate  40  cents. 
If  the  workman  completes  the  work  in  five  hours  he  will 
be  paid  for  the  full  standard  time,  6  x  0.40  =  $2.40,  and 
in  addition,  a  bonus  of  25  per  cent  of  this,  or  60  cents. 
A  guaranteed  day-rate  is  always  used  in  connection  with 
this  plan. 

The  Standard  Time-rate  Plan  of  Wage   Payment 

After  having  studied  and  used  all  the  preceding 
methods  of  wage  payment,  and  taken  into  consideration 
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the  advantages  and  disadvantages  of  each,  the  Westing- 
house  Electric  &  Manufacturing  Company  has  decided  to 
try,  in  some  departments,  a  plan  which  differs  somev^hat 
from  those  ordinarily  employed  in  other  machine  manu- 
facturing plants.  This  new  plan  involves  the  following 
three  principles. 

1.  Careful  time  studies  to  establish  a  standard  time, 
which  is  the  time  in  which  an  average  man,  under  aver- 
age conditions,  can  perform  the  work. 

2.  A  day-rate,  which  is  a  fair  amount  for  the  class 
of  work  under  consideration  in  the  locality  in  question. 
This  should  be  equal  to  the  day-rate  that  would  be  paid 
for  similar  work  if  no  other  system  of  wage  payment 
were  used. 

3.  The  application  of  a  standard  time-rate,  which  is 
a  definite  percentage  higher  than  the  day-rate. 

In  practice,  this  system  works  as  follows :  if  the  work 
IS  performed  in  standard  time  or  less,  the  employee  is 
paid  the  standard  time-rate  multiplied  by  the  number  of 
hours  of  standard  time  allowed  for  the  job.  If  he  does 
not  perform  the  work  in  standard  time,  he  is  paid  his 
day-rate  multiplied  by  the  number  of  hours  required  for 
the  job.  As  an  example,  suppose  that  the  standard  time 
is  six  hours  and  the  day-rate  is  40  cents  per  hour.  The 
standard  time-rate  may  be  taken  as  10  per  cent  higher 
than  the  day  rate,  or  44  cents  per  hour.  If  the  work  is 
performed  in  five  hours,  the  employee  will  be  paid  6  x 
0.44  =  $2.64,  or  53  cents  an  hour.  If  it  is  performed  in 
six  hours,  he  will  still  be  paid  $2.64,  or  44  cents  an  hour ; 
but  if  it  is  performed  in  seven  hours  he  will  be  paid  only 
his  day-rate,  or  40  cents  an  hour. 

When  this  system  is  employed,  it  is  important  that  re- 
cords be  kept  of  every  case  where  a  man  is  unable  to  per- 
form the  work  in  standard  time,  and  that  special  records 
be  made  out  by  the  time  clerk  and  sent  to  the  time-study 
man  for  investigation.  After  the  investigation,  the  time- 
study  man  reports  to  the  superintendent  the  reason  why 
the  operator  failed  to  perform  the  work  in  standard  time. 
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When  this  system  is  analyzed,  it  will  be  found  that,  if  the 
employee  is  able  to  perform  the  work  in  standard  time 
or  less,  he  works  on  a  straight  piece-rate  basis ;  but  if  he 
requires  more  than  standard  time  for  the  performance  of 
the  job,  then  he  works  on  a  straight  day-rate  basis. 

The  principles  upon  which  this  scheme  is  founded  are 
thought  to  be  fundamentally  correct.     The  two  most  im- 
portant of  these  are  high  day-rate  and  a  low  incentive. 
All  new  employees  have  to  begin  on  the  day-work  basis 
while  learning  the  job.    If  the  day-work  rate  is  low,  then 
one  cannot  expect  to  get  the  right  type  of  man  to  under- 
take the  job.    A  special  instruction-period  day-rate,  high- 
er than  the  regular  day-rate,  is  only  a  makeshift,   for 
when  the  employee  becomes  proficient,  it  does  not  seem 
fair  to  him  that  his  day-work-rate  should  be  decreased. 
A  high  day-rate  is  also  needed  on  special  short  jobs,  re- 
pair jobs,  and  instruction  work,  where  a  standard  time 
cannot  be  easily  established.     Again,  if  a  comparatively 
high  incentive  is  allowed— perhaps   from  30  to  50  per 
cent  above  the  high  day-rate— as  soon  as  the  worker  be- 
comes familiar  with  the  work,  his  earnings  are  out  of  all 
proportion  to  the  value  of  his  services.     He  realizes  this 
and  tends  to  curb  his  production,  so  that  his  earnings 
may  seen  reasonable.     When  a  lower  incentive  is  adopt- 
ed, care  must  be  taken  that  the  emplovee  is  aided  in  every 
possible  way  to  work  efficiently.     This  means   that  all 
retarding  influences  must  be  discovered  and  removed. 

The  system  is  only  the  tool.  Its  success  or  failure 
depends  principally  upon  its  being  properly  handled  and 
supervised. 

PAYMENT  BY  RESULTS  ^ 
How  Three  British  Plans  Work 

Systems  of  "payment  by  results"  cover  a  wide  field 
and  apply  to  many  trades ;  but  I  will  confine  my  remarks 
to  those  systems  applied  to  mechanical  engineering. 
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The  principal   systems   and   those   best  known   are: 

1.  Piece-work. 

2.  Premium  Bonus — Halsey's,  Rowan's,  and  others. 

3.  Bonus  on  output. 

All  of  these,  properly  applied,  offer  inducements  to 
the  employee  to  increase  his  earnings  in  return  for  an  in- 
crease in  output.  We  have  all  three  systems  in  use  in 
the  works  which  I  control. 

It  should  be  stated  at  the  outset  that  no  plan  can  be 
effectively  applied,  or  full  benefit  obtained,  unless  the  or- 
ganization of  the  works  is  such  as  to  insure  that  the  plant 
is  in  good  condition,  that  there  are  good  and  liberal  sup- 
plies of  small  tools,  good  supplies  of  raw  material,  and 
a  proper  department  for  fixing  operations  and  prices, 
whether  these  prices  are  for  piece-work,  premium  bonus, 
or  some  other  payment 

The  scheme  most  favored  by  employees  and  their 
unions  is  undoubtedly  piece-work  pure  and  simple,  and  it 
has  much  to  commend  it.  The  troubles  in  the  past  with 
it  have  been  largely  due  to  employers  reducing  prices 
when  the  employees  have  earned  over  a  certain  sum  of 
money  per  week,  this  in  its  turn  leading  to  employees 
restricting  their  output,  so  as  to  produce  a  certain  sum 
per  week,  and  no  more. 

The  main  objection  to  the  piece-work  plan  in  the 
past  has  been  that,  whereas  an  employer  could  perhaps 
well  afford  to  pay  the  prices  when  originally  fixed,  com- 
petition, or  other  circumstances  which  occur  sooner  or 
later,  compel  a  reduction  in  cost.  The  easy  course,  then, 
appears  to  be  a  reduction  in  the  piece-work  price,  ignor- 
ing the  fact,  either  wilfully  or  through  insufficient  data, 
that  the  wages  item  is  often  a  small  proportion  of  the 
selling  price  of  an  article  and  altogether  losing  sight  of 
the  fact  that  even  a  working-man,  althoup^h  he  may  be 
a  trade  unionist,  is  a  reasonable  human  being,  and  is  will- 
ing to  listen  to  reason  and  allow  an  adjustment  in  price, 
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!^etinW^'hf  r!J  '^  ^r  '^^'  '^^  ^^^^  ^^y  ^^  P^-^tably 

Sr    f  £  .f      ^'  ^/  "  '"^""'^"^  ^"  '^^  piece-work 
price.     This  assumes  of  course,  that  he  is  not  asked  to 

work  for  less  than  a  reasonable  percentage  over  h^^ 
hoiirly-rate.  In  the  piece-work  plan,  the  employee  fee 
that  he  IS  getting  the  whole  of  the  benefit  of  increased 
production  which  is  due  to  his  own  efforts,  and  he  does 
not  see  why  he  should  share  this  saving  with  his  emolov- 
er,  a  state  of  things  which  he  thinks  to  exist  when  work- 
ing under  the  premium  bonus  system 

time^.f   i'"  l"^"^^"^  ^^""'  P^^"'  ''  ''  ^^'^^^  that  the 
time  saved  when  domg  a  given  task  shall  be  divided  in 

certain  portions  between  the  employer  and  employee    It 

IS  the  taking  of  the  portion  by  the  employer  whTch  the 

employee  objects  to,  as  he  feels  that  any  saving  is  due  to 

Ills  own  effort  and  not  to  any  effort  on  the  part  of  h  s 

!ilTtl  7^^^?^^^^^'  ^^^^^^^^^^  ^PP--tly  loses 
^lgl  t  Of  he  fact  that  in  many  shops  an  additional  amount 
of  time  has  been  added  to  the  job  in  the  first  place  in 
order  to  provide  some  or  all  of  the  portion  which  goes  o 
he  employer.  That  this  is  the  case,  can  be  shown  de^r^ 
in  tlie  following  manner.  ' 

It  should  be  fairly  obvious  that  before  a  piece-price 
can  be  fixed,  or  a  time  allowance  can  be  made,  some  cal- 

nrS"  ""l?'^  ""'.'  °^  *^^  ^"^'^^J  *'-«  necessary  to 
produce  an  article,  and  up  to  this  stage  there  is  no  difF- 

erance  between  whatever  system  of  payment  is  adopted 
whether  piece-work,  premium  bonus,  or  any  other 

Now  assume  that  an  hour  has  been  found  as  a  time 
necessary  actually  to  do  the  work,  and  the  hourly-wage 
of  the  employee  is  36  cents  (using  the  American  equi- 
valent of  the  British  amount).  For  piece-work  or  pre- 
mium bonus  It  is  assumed  the  employee  should  be  able  to 
earn  time  and  one-third.  Therefore  the  piece-work  price 
IS  fixed  at  48  cents  each. 

Should  the  employee  be  working  on  the  premium 
bonus  system,  in  which  the  time  saved  is  divided  equally 
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between  the  employer  and  the  employee,  then  the  time 
allowed  is  fixed  at  one  hour  and  40  minutes,  and  as  the 
task  can  be  done  in  one  hour,  the  employee  is  paid  for  20 
minutes'  work  in  addition  to  his  hour's  work  (which  is 
time  and  one-third  and  equals  48  cents),  and  the  employ- 
er retains  the  sum  of  money  equal  to  the  value  of  the 
other  20  minutes,  or  $1.44.  That  the  employer  actually 
receives  any  portion  of  the  money  which  should  have 
gone  to  the  employee,  is  a  fallacy,  as  can  be  seen  from 
the  fact  that  the  employer  received  back  only  what  he 
had  originally  put  on  the  job,  and  he  does  not  rob  his 
employee  of  anything. 

A  different  state  of  affairs  arises,  however,  if  the  task 
is  done  in  less  time  than  an  hour,  and  we  will  assume 
as  an  extreme  case  that  it  is  done  in  30  minutes,  or  two 
articles  per  hour.  As  a  piece-work  job  the  employee  will 
receive  96  cents  for  the  hour's  work,  and  the  cost  each 
will  be  48  cents  as  before,  but  as  a  premium  bonus  job  he 
will  receive  78  cents.  It  is  quite  obvious  that  if  it  were 
possible  to  do  the  job  in  30  minutes,  there  must  have  been 
something  wrong  with  the  time  calculation  for  the  job 
in  the  first  instance,  and  as  a  piece-work  job  the  employ- 
er feels  justified  in  cutting  the  prict,  which,  of  course, 
was  often  done.  As  a  piemium  bonus  job,  the  cost  has 
been  reduced  from  48  cents  to  39  cents  each ;  therefore 
the  employer  feels  that,  as  the  costs  are  going  down,  he 
is  not  so  particular  about  altering  the  times,  he  also  hav- 
ing in  mind  that  although  the  costs  have  gone  to  a  cer- 
tain extent  down,  his  employees'  earnings  per  hour  have 
increased  from  48  cents  to  7S  cents. 

Many  schemes  of  bonus  on  output,  both  collective  and 
individual,  are  in  operation,  and  when  properly  applied 
often  materially  reduce  the  cost  of  work  performed,  and 
increase  the  earnings  of  the  employees.  Many  of  these 
schemes,  in  my  opinion,  do  not  achieve  all  the  results 
thev  might,  because  of  the  fact  that  the  reward  or  bonus 
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is  not  paid  until  sometime  long  after  the  work  has  been 
done. 

A  good  scheme,  therefore,  should  be  one  in  which  the 
bonus  earned  is  paid  as  soon  as  possible  after  the  work 
has  been  done.  Further,  where  possible,  the  bonus 
should  be  paid  on  an  employee's  own  efforts,  or  in  the 
case  of  a  foreman,  or  section  foreman,  on  the  production 
of  those  employees  who  are  working  under  his  direct 
control. 

By  paying  a  foreman  on  the  output  of  his  own  sec- 
tion, payment  can  be  made  earlier  for  work  done  than  if 
the  bonus  is  paid  on  the  completed  article,  for  it  can 
readily  be  seen  that  a  patternmaker  making  patterns  for 
a  large  marine  engine  would  lose  a  certain  amount  of  in- 
terest in  the  work  if  he  knew  that  he  was  going  to  have 
to  wait  for  his  bonus  until  the  engine  was  built  and  test- 
ed. He  should,  therefore,  be  paid  the  bonus  as  soon  as 
the  patterns  are  accepted. 

.  Our  works  are  divided  into  a  number  of  sections,  and 
the  output  and  bonus  is  calculated  each  month  for  each 
section.  Bonus  to  the  foremen  is  then  paid  each  week 
on  the  figures  obtained  for  the  previous  month's  work. 
That  is,  the  bonus  is  paid  each  week  in  June  on  the  out- 
put for  May,  and  so  on.  Briefly,  the  scheme  not  only 
takes  into  account  the  outjjut  of  the  sections,  but  also 
the  cost  of  any  non-productive  labor  in  that  section,  as 
follows. 

The  output  is  all  paid  as  piece-work,  and  therefore 
the  total  prices  paid  are  the  measure  of  the  quantity  of 
the  output  over  a  given  period.  If  this  sum  is  divided  by 
the  number  of  productive-employee-hours — number  of 
productive  employees  multiplied  by  the  number  of  hours 
they  have  worked — a  figure  is  obtained  which  is  the 
value  of  output  per  productive  employee-hour,  and  this 
figure  becomes  one  factor  in  the  bonus  scheme. 

A  second  factor  is  the  ratio  of  productive  labor  to 
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non-productive  labor  in  that  section,  which  is  obtained 
by  dividing  the  total  piece-work  earnings,  as  figured 
above,  by  the  total  non-productive  earnings  for  the  same 
period. 

The  two  factors  multiplied  together  can  represent  any 
sum  of  money  decided  upon  as  bonus  for  a  foreman  at 
the  commencement  of  the  scheme;  then  as  the  factors 
vary  in  any  subsequent  month,  the  bonus  varies  accord- 
ingly. From  this  it  will  be  readily  seen  that  it  is  to  the 
foreman's  interest  to:  (1)  Increase  the  output  per  em- 
ployee-hour, (2)  increase  the  ratio  of  productive  labor 
to  non-productive  labor. 

Since  this  bonus  scheme  was  adopted,  some  two 
years  ago,  our  records  show  that  output  per  employee- 
hour  has  increased  considerably  over  our  pre-war  output. 

We  also  have  a  bonus  scheme  for  handling  steel  in 
the  stores,  under  which  it  was  decided  to  pay  a  certain 
sum  per  ton  for  all  material  handled  by  the  men  engaged, 
this  to  be  divided  equally  among  them,  except  that  the 
foreman  was  to  have  twice  as  much  as  any  one  of  his 
men.  It  was  decided  that  should  more  men  be  engaged. 
or  the  number  of  men  be  reduced,  we  would  still  pay^lie 
same  bonus  per  ton.  The  result  was  that  within  one 
month  of  the  starting  of  the  scheme,  52  per  cent  more 
material  was  being  handled  by  the  same  men.  Each  of 
the  men  was  earning  more,  but  the  cost  per  ton  to  the 
firm,  although  the  bonus  scheme  was  an  additional  ex- 
r-ense  at  first,  was  reduced  32  per  cent. 

A  point  to  note  in  a  bonus  scheme  of  this  kind,  is  not 
to  pay  a  bonus  of  so  much  per  man  per  ton.  If  you  do, 
while  it  is  possible  the  total  bonus  may  decrease,  the 
tendency  would  be  for  it  to  increase. 

By  the  method  we  adopted,  the  bonus  per  ton  re- 
mained constant,  but  there  is  a  big  inducement  to  in- 
crease the  output  per  employee. 

So  far,  my  experience  of  bonus  schemes  has  been 
quite  satisfactory,  not  looked  at  only  from  an  employers' 


point  of  view,  but  from  the  employees'  also.  Each 
scheme,  however,  has  to  be  specially  considered  and 
adapted  to  conditions  in  each  works. 


A  PROCEDURE  FOR  A  MINIMUM  V^AGE 
GUARANTEED  PLAN  ^ 

Primarily,  the  minimum  wage  guarantee  plan  is  in- 
stalled in  order  to  reduce  the  number  leaving  employment. 

When  earnings  fall  below  the  minimum  guarantee  it 
is  often  for  reasons  for  which  the  company  is  to  blame, 
such  as,  faulty  instruction;  delays  in  giving  out  work; 
poor  quality  of  condition  of  goods  being  worked ;  favorit- 
ism in  giving  out  work;  poor  foremanship,  etc.  It 
might  be  considered  that  if  any  employee  does  not  earn 
the  minimum  guarantee,  it  is  the  fault  of  the  manage- 
ment and  it  should  suffer,  not  the  worker. 

Furthermore,  during  the  first  weeks  after  an  em- 
ployee is  placed  on  a  piece-rate  or  merit  system  of  pay, 
lie  is  apt  to  tall  down  one  or  two  weeks  on  his  pro- 
duction. If  he  does  not  get  a  fair  wage  at  such  a  time, 
he  is  very  apt  to  get  discouraged  and  leave.  By  paying 
a  minimum  guarantee  at  such  a  time,  the  chance  of  dis- 
couragement  is  minimized. 

It  is  desirable,  also  that  this  plan  automatically  check 
each  foreman  on  his  success  in  training  and  handling  em- 
l^loyees  and  getting  them  to  earn  a  reasonably  satisfac- 
tory wage.  Hence  it  emphasizes  to  the  foreman  his  re- 
sponsibility in  keeping  his  w^ork  force  up  to  its  work. 

Procedure 

1.  Grade  the  various  kinds  of  piece-work  operations 
according  to  value,  after  considering  such  factors  as  skill 
required,  time  necessary   for  learning,   danger  and   all 

'  Lesson   material   from    War   Emergency   Course   on    Employment   Man- 
agement.     University   of   Rochester.      1918. 
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other  factors  as  far  as  possible  and  group  the  operations 
having  about  the  same  values. 

^  2.  Determine  for  each  class  of  workers  a  reasonable 
minimum  wage.  This  would,  of  course,  be  somewhat  be- 
low the  average  actual  earnings  and  somewhat  below 
what  would  be  considered  the  theoretically  correct  aver- 
age wage  or  normal  wage  for  the  class.  In  justice,  the 
theoretically  correct  average  wage  (which  is  set  for  each 
department  in  relation  to  every  other  department,  all  fac- 
tors considered)  should  determine  the  minimum  wage 
rather  than  the  average  actual  earnings  which  obviously 
might  be  high  for  one  department  as  against  the  other. 

3.  Now  if  a  piece-worker  earns,  on  full  time  in  any 
week,  less  than  the  minimum  guaranteed,  the  amount  of 
the  guarantee  is  paid  and  the  foreman  notified  promptly 
that  his  department  has  been  charged  the  difference. 
These  records  provide  a  weekly,  monthly  and  annual  rec- 
ord of  the  efficiency  of  each  foreman  in  handling  his  men. 

4.  The  records  of  minimum  guarantees  paid  should 
be  reviewed  periodically  by  the  Employment  Manager, 
the  Superintendent  of  Production,  and  the  General  Man- 
ager. 


CHAPTER  III 

PIECE-WORK 

The  Principles  That  Underlie  Piece-work  i 

The  one  fact  underlying  the  philosophy  of  labor  man- 
agement is  that  it  is  not  the  workmen  who  are  chiefly  at 
fault  for  the  inconsistency  and  inefficiency  of  most  pay- 
roll disbursements,  but  the  system  generally  used  in 
handling  the  workmen.  Under  the  system  that  oftenest 
exists  we  cannot  expect  the  workman  to  be  much  differ- 
ent from  What  he  is.  If  we  were  in  his  place,  we  should 
probably  do  as  he  does.  We  should  want  to  make  the 
best  living  we  could  for  our  families,  and  if  by  working 
honestly  and  conscientiously  we  could  not  make  any  more 
money,  and  if  we  had  tried  it  over  and  over  again,  and 
still  could  not  get  any  more,  even  though  we  did  twice 
or  three  times  as  much  as  the  poorer  worker  beside  us, 
we  should  do  the  same  thing  the  average  worker  now 
does ;  namely,  come  to  the  conclusion  that  the  system  un- 
der which  we  were  working  had  no  provision  for  com- 
pensating the  individual  according  to  his  deserts,  and  that 
the  only  way  we  could  get  more  money  for  our  services 
was  to  get  the  wage-rate  of  our  class  raised,  and  take 

steps  to  this  end. 

*  *  * 

In  the  term  piece-work  we  include  all  the  various 
schemes  for  compensating  men  for  what  they  do,  instead 
of  for  the  amount  of  time  they  work.  It  may  be  divided 
into  two  general  classes. 

^  From     Work,     Wages,     and     Profits,     by     H.     L.     Gantt.     p.     77-87. 
Reprinted  by  courtesy   of  the  Engineering  Magazine  Company,  New  York. 
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The  first  is  that  in  which  a  price  for  a  job  is  set  from 
previous  records  or  from  the  estimate  of  a  foreman,  who 
generally  considers  his  duty  done  when  he  has  set  the 
price. 

This  method  is  the  one  in  general  use  and  until  re- 
cently it  has  been  almost  exclusively  employed.  In  re- 
cent years,  however,  it  has  been  very  generally  modified 
in  order  to  avoid  the  troubles  that  have  so  frequently 
followed  such  piece-work  in  the  past.  The  following  rea- 
sons seem  to  be  amply  sufficient  to  account  for  the  labor 
troubles  that  have  been  caused  by  this  kind  of  piece- 
work. 

Records  of  what  has  been  done  are  only  a  very  poor 
indication  of  what  can  be  done  by  a  capable  and  indus- 
trious workman,  and  still  may  be  far  beyond  the  pos- 
sibilities of  an  ordinary  workman  who  has  not  had  special 
training  in  the  work. 

Estimates  of  a  busy  foreman  as  to  how  long  it  should 
take  to  do  a  new  job  must  necessarily  be  inaccurate,  and 
rates  set  by  his  estimates  are  practically  guesses.  After 
the  workmen  have  become  skilled,  their  earnings  will  in- 
crease greatly  and  will  often  be  out  of  all  proportion  to 
the  exertion  put  forth. 

Under  these  conditions  an  adjustment  of  the  prices 
based  on  the  new  records  is  made;  and,  as  the  work- 
man become  more  skillful,  it  is  done  again.  Thus  the 
more  skilled  the  workman  becomes,  and  the  more  pro- 
gress he  makes  the  greater  the  penalty  he  has  to  sufifer, 
for  his  prices  are  being  continually  reduced  so  that  he 
earns  but  little  more  than  the  incompetent  man,  who  has 
never  been  able  to  do  his  work  in  such  a  manner  as  to 
exceed  greatly  the  old  records. 

The  effect  of  this  method  of  penalizing  the  good 
workman  in  proportion  to  his  increased  effort  is  to  dis- 
courage him  so  that  he  learns  ultimately  to  limit  his  out- 
put by  that  of  the  poor  workman.  This  result  is  so  na- 
tural that  we  should  not  be  surprised  at  it,  nor  should  we 
condemn  it,  unless  we  make  it  to  the  interest  of  the  work- 
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man  to  do  otherwise.  His  desire  for  more  money  con- 
tinues, however,  and  when  he  finds  his  piece-rate  reduced 
whenever  he  earns  much  more  than  the  average  work- 
man, he  comes  to  the  conclusion  that  as  his  employer 
seems  determined  to  keep  him  in  his  class  so  far  as  com- 
pensation is  concerned,  he  will  see  what  he  can  do  to 
better  the  financial  condition  of  the  class. 

The  fact  that  he  has  had  to  suffer  a  penalty  for  try- 
ing to  advance  himself  by  legitimate  methods,  however, 
has  caused  him  to  feel  that  might  is  more  powerful  in  the 
world  than  right.  No  better  way  could  possibly  be  taken 
to  teach  him  the  value  of  force  in  accomplishing  his  ends. 

*  *  * 

This  brings  us  to  the  second  system  of  piece-work, 
which  when  properly  operated  provides  a  complete  sys- 
tem of  instruction  for  the  workman,  equitable  compensa- 
tion for  his  efforts,  and  opportunity  for  advancement  on 
his  own  merits,  and  not  through  "pull"  or  friendship. 
So  far  this  system  has  never  failed  to  create  a  strong 
spirit  of  harmony  and  cooperation. 

The  essentials  of  this  system  are: 

1.  To  have  the  best  expert  available  investigate  in 
detail  every  piece  of  work,  and  find  out  the  best  method 
and  the  shortest  time  for  doing  it  with  the  appliances  to 
be  had. 

2.  To  develop  a  standard  method  for  doing  the  work, 
and  to  set  a  maximum  time  which  a  good  workman 
should  need  to  accomplish  it. 

3.  To  find  capable  workmen,  who  can  do  the  work 
in  the  time  and  manner  set,  or  to  teach  an  ordinary  work- 
man to  do  It. 

4.  Whenever  the  high  efficiency  is  obtained,  to  com- 
pensate liberally  not  only  the  workman  actually  doing 
the  work,  but  also  those  who  supply  him  with  materials 
and  appliances  to  enable  him  to  maintain  the  efficiency 
specified. 

5.  To  find  among  the  workmen  who  have  learned  the 
best  ways  of  doing  work,  some  that  can  investigate  and 
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teach,  and  thus  gradually  to  get  recruits  for  the  corps  of 
experts,  so  that  the  system  may  be  self-perpetuating. 

6.  The  ordinary  foreman  of  the  shop  must  not  be 
called  upon  to  do  the  work  of  the  expert.  His  business 
under  the  usual  conditions  of  management  is  that  of  an 
executive,  and  he  is  invariably  so  busy  attending  to  his 
routine  duties  that  he  has  but  little  time  to  make  investi- 
gations into  the  best  methods  of  doing  work.  He  can 
only  give  instructions  according  to  the  experience  he  has 
had  in  the  past,  or  according  to  tlie  knowledge  he  may 
pick  up  at  odd  times.  Again,  he  frequently  feels  com- 
pelled to  allow  work  to  be  done  inefficiently  because  he 
has  no  man  that  can  do  it  better,  and  no  time  to  train  a 
new  man.  For  these  reasons  it  is  desirable  that  the  de- 
velopment of  methods,  improved  methods,  and  the  train- 
ing of  workmen  to  perform  these  tasks,  should  be  in  the 
hands  of  some  one  other  than  the  foreman. 

For  this  purpose  the  best  expert  mechanic  available 
should  be  selected.  Such  a  man  may  not  have  qualities  at 
all  fitting  him  to  be  a  foreman — in  fact,  the  best  expert 
usually  makes  but  a  poor  foreman.  He  is  generally  so 
absorbed  in  the  mechanical  operations  themselves  that  the 
improvement  of  them  becomes  a  passion  with  him,  and 
nothing  pleases  him  more  than  to  see  a  number  of  ma- 
chines operating  at  their  highest  efficiency,  the  result  of 
his  work.  On  the  other  hand,  the  foreman  with  this 
kind  of  a  mind  often  sacrifices  other  sources  of  efficiency 
for  this  object.  The  expert  must  be  a  good  mechanic 
with  fair  education.  He  must  have  industry,  originality, 
persistence,  and  an  ability  to  remove  obstacles,  not  once, 
but  repeatedly. 

Such  an  expert  in  a  shop  will  study  the  machines  in- 
dividually and  teach  workmen  to  bring  each  up  to  its 
highest  efficiency 

While  the  policy  advocated  in  the  above  paragraphs 
cannot  be  called  a  system  of  management,  the  elements 
described  must  be  parts  of  any  good  system.  Each  in- 
dividual problem  of  manufacture  must  be  studied  in  such 


a  manner  as  to  determine  how  the  work  can  be  done  in 
the  most  efficient  way. 

There  is  no  use  in  attempting  to  increase  efficiency, 
however,  unless  it  is  done  in  a  systematic  manner.  Man- 
agers will  often  tell  you  that  you  cannot  put  into  their 
shops  methods  of  this  character,  and,  under  the  condi- 
tions that  exist,  they  are  right.  In  many  places  you  can- 
not at  once  better  the  evident  inefficiencies  that  exist,  for 
the  machinery  is  often  so  arranged  that  it  is  extremely 
difficult  to  do  anything  different  from  what  is  already  be- 
ing done. 

Most  plants  have  grown  from  small  beginnings,  and 
have  been  added  to  without  any  definite  plan,  or  any  real 
idea  of  the  system  to  be  used  in  operating  them.  In 
many  cases  the  character  of  the  work  has  changed,  and  a 
plant  well  adapted  for  one  class  of  work  may  be  so  ar- 
ranged as  to  make  it  impossible  to  do  another  class  of 
work  efficiently.  Then  there  are  plants  in  which  the  ma- 
chinery has  been  arranged  without  considering  the  sub- 
ject of  efficient  management.  In  most  plants,  at  least  one 
of  the  above  conditions  exists  to  such  an  extent  that 
much  of  the  machinery  must  be  rearranged  to  make  any 
great  improvement. 

Then  there  are  some  people  who  have  no  idea  of  do- 
ing anything  in  a  systematic  manner.  They  cannot  do 
anything  twice  the  same  way.  They  may  be  very  good 
people,  with  an  artistic  temperament,  perhaps,  or  they 
may  be  chronic  inventors.  They  like  to  change  things. 
If  you  have  a  man  like  that  at  the  head,  and  succeed 
once  in  getting  the  plant  organized  for  efficient  work, 
he  will  want  to  change  things  again  to-morrow.  Such  a 
man  is  not  a  manufacturer,  and  will  make  a  much  great- 
er success  at  something  else.  To  attempt  to  make  per- 
manent improvement  under  such  a  system  of  manage- 
ment, is  futile. 

On  the  other  hand,  if  the  man  at  the  head  is  systema- 
tic, and  while  capable  of  recognizing  an  improvement, 
IS  slow  at  making  changes  unless  he  can  see  distinct 
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benefit  from  them,  the  conditions  for  instituting  such  re- 
forms as  well  as  permanently  adding  to  the  efficiency  of 
the  plant  are  ideal. 

When  we  have  once  established  our  system  of  man- 
agement by  which  the  work  is  done  economically,  and 
the  workmen  get  higher  pay,  they  themselves  offer  the 
strongest  opposition  to  change,  for  they  will  stand  by  a 
good  system  under  which  they  are  benefited  quite  as 
staunchly  as  they  did  by  the  forty-year-old  method  it  re- 
placed, the  only  virtue  of  which,  perhaps,  was  its  age. 

Before  beginning  to  introduce  the  methods  described 
we  must  study  the  conditions  under  which  the  work  is  to 
be  done.  The  machinery  must  be  so  arranged  that  the 
work  can  be  done  economically,  and  provision  must  be 
made  to  have  the  proper  materials  and  appliances  always 
available  for  the  workmen.  This  is  a  question  of  man- 
agement and  may  have  quite  as  much  effect  on  the  prop- 
er operation  of  a  plant  as  anything  the  workmen  can  do. 


PIECE-WORK  AN   EFFECTIVE  METHOD  ^ 

Piece-work,  is  based  on  the  sound  economical  prin- 
ciple that  workers  should  be  paid  according  to  the  value 
of  their  work.  There  is  and  can  be  no  valid  objection 
to  the  principle  as  such,  but  in  practice  it  is  less  satisfac- 
tory. The  invincible  dislike  of  piece-work  often  shown 
by  workers  is  not  without  justification.  They  complain 
that  when  a  man  increases  his  output  by  working  hard- 
er, the  employer  cuts  down  the  price  and  reaps  the  bene- 
fit ;  and  it  cannot  be  denied  that  this  has  often  been  done. 
Such  conduct  strikes  a  fatal  blow  at  efficiency ;  it  falsifies 
the  whole  principle  of  piece-work,  destroys  the  capable 
worker's  incentive  and  takes  the  heart  out  of  him.  Some- 
times a  trade  union  fixes  a  maximum  day's  work  in  or- 
der to  avoid  inviting  a  cut,  and  it  is  quite  justified  in 

I  From  Arthur  Shadwell's  Industrial  Efficiency.  p.  300-4.  Long- 
mans Green  &  Company.  New  York.  1913.  Reprinted  by  permission 
of  the  publishers. 
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doing  so.  One  remedy  is  a  standard  price-list  fixed  by 
mutual  arrangement  and  only  modified  by  mutual  con- 
sent. This  generally  presupposes  organization,  and  the 
difficulty  or  impossibility  of  securing  it  without,  is  a  very 
strong  economic  argument  for  trade  unions.  A  second 
ground  for  objecting  to  piece-work  is  that,  even  with  a 
fixed  price-list,  bad  material  or  machinery  may  render  it 
illusory  in  practice.  Other  grounds  are  less  justifiable. 
One  is  sheer  laziness.  The  shirker,  who  habitually  does 
as  little  as  possible,  is  at  a  disadvantage  when  earnings 
depend  on  work  done.  He  prefers  timework,  which  he 
can  reduce  to  time  waste,  as  far  as  supervision  will  allow 
him.  The  building  trades  offer  the  most  conspicuous 
example  of  this  kind  of  inefficiency,  and  it  is  noteworthy 
that  labor  disputes  are  far  more  frequent  in  them  than  in 
any  other  branch  of  industry.  A  theoretical  objection 
to  piece-work  derived  from  vague  socialistic  notions  o'f 
equality,  looks  better,  but  is  really  based  on  the  same  mo- 
tive. It  professes  the  aim  of  preventing  competition  and 
jealousy  between  workmen  but  this  is  the  same  thing  as 
depriving  the  more  capable  and  industrious  of  their  quali- 
ties and  bringing  all  down  to  the  level  of  the  least  cap- 
able or  industrious.  That  is  not  only  false  economy,  but 
tyranny  and  injustice.  It  is  idle  to  put  forward  such  ob- 
jections to  piece-work  in  the  face  of  its  satisfactory 
working  in  innumerable  flourishing  trades. 

The  industrial  value  of  the  piece-work  method  of  pay- 
ment is,  I  think,  clearly  shown  by  the  fact  that  it  obtains 
in  those  branches  of  industry  in  which  England  retains 
her  superiority,  whereas  time-work  is  more  common  in 
those  wherein  she  has  been  caught  up  and  surpassed. 
Two  prominent  instances  will  suffice  to  illustrate  the 
point,  and  they  are  the  two  greatest  of  industries— cotton 
and  engineering.  I  do  no  suggest  that  labour  efficiency 
is  the  only  factor,  but  no  one  can  deny  that  it  is  one  of 
the  most  important;  and  I  do  suggest  that  where  the 
wage  incentive  has  been  of  such  a  character  as  to  stimu- 
late the  workers  to  do  their  best,  there  the  lead  which 
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England  gained  long  ago  has  been  maintained,  not  un- 
impaired, but  still  maintained;  whereas,  under  the  ordi- 
nary time-work  system,  which  does  not  provide  that  incen- 
tive, but  discourages  effort,  the  once  still  greater  lead  has 
been  entirely  lost. 

The  inference  is  strengthened  by  the  results  of  inten- 
sive piece-work  wherein  the  stimulus  of  ordinary  piece- 
work is  increased  by  additional  rewards.  It  takes  differ- 
ent forms,  but  generally  consists  in  paying  each  worker 
a  higher  price  for  each  piece  or  job  in  proportion  to 
the  rapidity  and  quality  of  his  workmanship.  This  auto- 
matically adjusts  the  incentive  to  the  individual  who  has 
before  him  the  choice  of  earning  more  or  less  according 
to  capacity  and  industry.  It  is  undoubtedly  a  most  effec- 
tive method  of  payment;  it  encourages  workers  to  do 
their  best,  remunerates  them  directly  for  extra  effort, 
pays  the  employer  and  benefits  the  whole  concern  on 
which  both  depend.  The  employer  is  able  to  pay  higher 
wages  for  quicker  work,  because  he  gets  a  larger  output 
for  the  same  machine  cost.  He  divides  with  the  worker 
the  advantage  accruing  from  the  difference. 

Piece-work  is  not  applicable  to  all  trades;  that  is  to 
say,  it  is  not  convenient  to  calculate  wages  on  that  basis, 
though  of  course  in  all  cases  the  thing  paid  for  is  the  re- 
sult not  the  time  spent  on  it,  and  in  time-wages  some 
estimate  of  the  piece  value  of  time  is  implied  if  not  con- 
sciously realized.  When  machinery  is  running  the  ratio 
between  time  and  result  is  generally  regular  enough  to 
permit  of  its  being  reduced  to  a  formula  by  a  careful 
analysis  of  the  operations.  If  this  be  done  each  can  be 
expressed  in  terms  of  the  other,  and  then  the  intensive 
or  dift'erential  rate  can  be  applied  to  time-work  just  as 
well  as  to  piece-work.  The  two  are  interchangeable.  In 
the  Oldham  spinning  mills  the  output  is  calculated  from 
the  time  and  the  differential  rate  is  assessed  by  extra 
speed,  so  that  actually  time-wages  are  paid  for  piece- 
work. It  is  possible  to  reverse  the  process  and  pay  piece- 
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wages  for  time-work,  This  is,  in  effect,  what  is  done  un- 
der the  premium  or  premium  bonus  plan,  which  is  now 
largely  adopted  in  engineering  and  machinery  works. 
The  men  are  normally  paid  so  much  by  the  day  or  week, 
that  is  to  say,  they  are  on  time-work,  and  in  England! 
at  least,  they  have  a  standard  week's  wage.  This  im- 
plies a  certain  output.  All  that  has  to  be  done  to  apply 
the  intensive  principles  is  to  fix  the  relation  between  time 
and  output  more  precisely  and  to  offer  additional  pay  for 
curtailment  of  the  standard  time  required  for  a  given  re- 
sult. The  principle  is  exactly  the  same  whether  the  mea- 
sure be  the  piece  or  the  time ;  in  the  one  case  the 
premium  is  paid  for  more  output  in  a  given  time,  in  the 
other  for  less  time  expended  on  a  given  piece.  The  dif- 
ference lies  merely  in  the  method  of  calculation,  which 
depends  on  the  nature  of  the  work. 


DEFECTS   IN   THE   PIECE-RATE   METHOD   OF 

WAGE  PAYMENT^ 

By  piece-rates  the  unit  of  adjustment  as  between  em- 
ployer and  employee  is  not  so  much  time  spent  at  labor, 
but  so  much  work  completed.  The  unit  task  may  be  of 
the  most  diverse  kind  in  different  occupations — a  ton  of 
coal  mined,  a  locomotive  mile  run,  a  yard  of  cloth  woven, 
a  casting  made,  a  certain  area  of  type  set,  a  face  shaved 
or  a  head  of  hair  cut.  The  fundamental  idea  of  day-pay 
is  that  of  mathematical  equivalence  between  money  and 
time;  the  fundamental  idea  of  piece-work  is  that  of 
mathematical  equivalence  between  money  and  jobs. 

If,  for  example,  I  am  working  as  a  journeyman  hat- 
maker  at  day-wages,  I  tacitly  accept  the  truth  of  the 
proposition  that  ten  hours  of  my  time  are  worth,  say,  $2. 

»  From  Principles  of  Industrial  Engineering  by  Charles  B.  Going. 
McGraw-Hil  Book  Company.  New  York.  p.  120-5.  Reprinted  by  per- 
mission of  the  publishers.  »-  a  f  ,    h 
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That  is,  I  agree  with  my  employer  upon  the  truth  of  this 
equation : 

(A)  10  hours  time  =  $2.00 

I  come  into  the  shop  at  seven,  go  home  at  six,  with 
an  hour  for  lunch.  I  loaf  as  much  as  I  dare;  the  boss 
watches  me  and  drives  me  as  much  as  he  can,  and  per- 
haps in  the  average  I  make  about  one  hat  a  day.  Now 
suppose  I  go  on  to  piece-work.  I  set  in  the  background 
the  proposition  "ten  hours  equals  $2,"  and  base  my  creed 
upon  the  tenet  that  ''making  one  hat  equals  S2."  In  other 
words,  my  employer  and  I  fix  our  eyes  on  a  new  equation  : 

(B)  Making  one  hat  =  $2.00 

The  longer  I  dawdle,  the  longer  it  takes  me  to  get 
that  $2.  On  the  other  hand,  if  I  work  fast  I  can  perhaps 
get  through  by  mid-afternoon  or  even  earlier  and  go  fish- 
ing. Or  if  I  choose  to  stay  I  can  begin  on  another  hat. 
Very  possibly  by  diligence  and  study  I  can  improve  the 
tools  or  the  operations  a  little,  or  I  may  carry  on  the 
making  of  two  hats  at  once,  working  on  each  during 
necessary  pauses  for  the  maturing  of  processes  on  the 
other;  and  I  may  soon  be  turning  out  three  hats  in  two 
davs  or  even  two  hats  in  one  day.  The  boss  will  be  pay- 
ing me  50  per  cent  to  100  per  cent  more  wages  in  a 
sfiven  time  than  he  did  formerly.  Yet  his  hats,  are  cost- 
ing  him  no  more.  Indeed,  they  are  costing  him  less,  for  his 
general  expenses  for  shop  rent,  light,  heat,  superintend- 
ence (that  "overhead  burden"  of  which  we  have  already 
spoken)  are  no  greater  than  they  were  before,  and  yet 
he  is  turning  out  more  hats  to  absorb  these  charges.  A 
smaller  fraction  of  this  cost,  therefore,  attaches  to  each 

hat. 

Now  I  said  that  in  going  on  to  piece-rates  the  boss 
and  I  both  set  in  the  background  the  proposition  that  ten 
hours  equal  $2.  I  used  those  particular  words  advisedly, 
because  that  idea  at  best  is  only  retired.  It  is  not  dis- 
missed.     It    lurks    in    the    l)ackground    of    our    minds 


persistently.  The  price  of  $2  per  hat  was  fixed  as  a  piece- 
rate  not  because  we  really  believed  it  was  worth  $2  to 
make  a  hat,  but  because  on  the  average  that  paid  me  $2 
for  a  day's  time.  In  other  words,  we  accepted  formula 
(B)  not  because  we  believed  in  its  abstract  truth,  but 
because  we  believe  this: 

(C)  Making  one  hat  ==  10  hours  time 

As  soon  as  (C)  proves  untrue,  (B)  no  longer  follows 
from   (A)   and  my  employer  at  least  loses  faith  in  it. 
When  I  begin  to  get  $3  a  day  the  boss  begins  to  get  un- 
easy, and  when  I  make  $4  a  day  he  is  probably  certain 
that  something  is  wrong.     He  believes  no  journeyman's 
time  is  worth  $4  a  day.    The  fact  that  he  is  turning  out 
larger  product  from  his  shop  in  the  same  time  at  less  cost 
does  not  impress  him  as  it  should  while  the  $4  a  day 
to  a  "$2  man"  looks  enormous.     He  begins  to  believe 
that  he  is  paying  too  much   for  the  making  of  a  hat. 
Probably  he  decides  that  if  two  hats  can  be  made  in  one 
day,  the  making  of  a  hat  is  not  worth  more  than  $1,  and 
lie  cuts  my  piece-rate  in  half.     I  have  to  work  twice  as 
hard  as  I  did  before  and  get  no  more  for  it.     On  the 
other  side,  my  fellow  workmen  are  displeased.    They  are 
contented  with  the  old  order  and  want  to  work  along 
turning  out  about  one  hat  a  day  and  getting  $2  for  the 
day's  time.    They  say  "if  you  show  the  boss  that  two  hats 
can  be  made  in  a  day,  he  will  want  to  drive  us  up  to  your 
pitch  or  get  rid  of  us.     You  are  killing  the  job."     So 
these  two  influences  combine  to  discoura|[;e  me  aqainst 
the  great  and  apparently  fortunate  incentive  which  first 
led  me  to  rejoice  in  the  piece-rate  and  to  see  so  much 
apparent  advantage  in  it. 

Piece-rate  payment  is  an  old  idea.  We  find  it  far 
back  in  the  history  of  the  guilds,  and  no  doubt  it  existed 
centuries  before  that.  Within  comparatively  recent  times, 
however,  it  has  been  brought  into  new  prominence 
through  the  earnest  eflforts  of  men  who  saw  in  it  a  great 
light  to  lighten  the  way  out  of  the  darkness  of  day-wages. 
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It  offered  an  incentive  to  the  worker,  a  reward  propor- 
tioned to  his  skill  and  industry,  an  enlarged  output  in- 
duced by  this  financially  stimulated  activity,  and  the  very 
essential  result  of  increased  volume  of  manufacture  with 
decreased  cost  of  product  from  the  same  plant  invest- 
ment. Results — important  results — have  been  secured; 
but  yet  they  have  frequently  been  disappointingly  below 
expectations,  chiefly  for  the  reasons  suggested  in  my 
little  parable  of  the  hat-maker. 

The  great  inherent  trouble  is  the  difficulty  (under  or- 
dinary or  non-scientific  management)  of  fixing  piece- 
prices  which  are  fair  and  which  continue  to  be  fair.  The 
reserve  capacity  which  a  workman  may  be  holding  back, 
consciously  or  unconsciously,  in  an  operation  that  has  not 
been  scientifically  studied  and  standardized,  is  almost  un- 
foretellable.  When  it  is  realized  under  the  incentive  of 
piece-payment,  and  his  earnings  rise  enormously,  the  dis- 
position of  the  wage-payer  to  rebel  against  the  outlay  and 
to  cut  down  the  piece-price  is  almost  irresistible.  If  the 
employer  sees  that  a  workman  can  do  several  times  as 
much  as  he  was  doing  under  day-wages,  you  can  hardly 
blame  him  for  feeling  that  he  has  been  defrauded  all 
along  under  the  old  system,  and  for  trying  to  make 
things  more  even  from  his  point  of  view.  But  the  price- 
cutting  that  has  so  very,  very  often  followed  soon  after 
unscientific  price-setting  has  worked  immense  mischief, 
by  raising  in  the  minds  of  the  men  suspicion  and  dis- 
trust of  systems  introduced  to  replace  the  old  day-wage 
plan.  Union  opposition  has  been  strong  against  piece- 
rates,  and  while  it  has  been  modified  in  many  places  so 
as  to  admit  piece-work,  this  acceptance  has  often  been 
accompanied  by  counter-restrictions  which  nullify  most 
of  the  possible  advantage— as,  for  example,  the  fixation 
of  a  very  moderate  number  of  pieces  as  the  maximum 
that  any  man  may  make  in  a  day,  thereby  coming  back 
substantially  to  day- wages. 

The  trouble  here,  however,  is  not  so  much  one  of 
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principle  as  one  of  administration;  but  there  is  a  fault 
of  principle  inherent  in  piece-rates,  and  that  is  that  they 
put  all  the  uncertainties  of  production  on  the  workmen. 
Suppose  a  man  is  machining  steel  castings  at  so  much  per 
piece.  He  may  have  delivered  to  him  a  lot  of  hard  metal 
parts  that  take  four  or  five  times  the  expected  time  to 
finish.  For  that  period,  at  least,  he  cannot  make  living 
wages.  Suppose  a  gang  is  unloading  coal  cars  at  so 
much  per  ton,  and  the  switching  crew  is  tardy  in  moving 
away  empties  and  setting  in  loaded  cars,  and  so  keeps 
them  idle  for  considerable  periods,  or  suppose  that  in 
setting  in  the  new  cars  it  places  them  badly  so  that  the 
men  have  an  extra  long  throw  and  work  at  a  disadvan- 
tage. Again,  the  workmen  may  be  unable  to  make  fair 
wages,  through  no  fault  of  their  own.  Suppose,  once 
more,  a  working  gang  is  made  up  by  the  foreman  so  that 
green  men  are  mixed  with  skilled,  and  these  green  men 
by  their  awkwardness  cut  down  the  output  of  the  whole 
gang.  Here,  again,  if  they  are  working  at  piece-rates, 
their  earnings  are  reduced  without  their  fault. 

In  all  such  cases,  unless  there  is  special  intervention 
by  someone  in  authority  to  make  up  the  loss,  it  falls  upon 
the  piece-rate  worker.  Under  day  pay,  of  course,  it 
would  be  the  employer  who  would  suffer  in  such  cases ; 
but  the  employer  is  in  the  first  place  better  able  to  stand 
the  loss.  The  unprofitable  item  of  work  is  probably 
only  one  of  many  he  has  in  hand,  while  to  the  workman 
it  is  the  worker's  entire  interest;  and  last,  and  most  im- 
portant, the  whole  power  to  remove  the  conditions  that 
caused  the  loss  rested  with  the  employer  and  not  with  the 
workman. 

Notwithstanding  these  certain  defects  of  principle  and 
administration,  however,  piece-rates  are  a  good  deal  used. 
Where  the  rates  are  carefully  and  fairly  set,  by  fair  and 
frank  effort  on  the  part  of  both  employer  and  employee 
to  make  them  right,  and  where  they  are  fairly  maintained 
after  they  have  been  set,  they  are  often  (almost  usually) 
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preferred  by  the  men ;  for  they  make  the  man  more  the 
master  of  his  own  time,  and  they  enable  the  capable  work- 
man to  increase  his  earnings  in  correspondence  with  his 
ability  and  capacity.  Where  the  men  will  work  fairly  un- 
der the  piece-rates  they  are  liked  by  employers  also  be- 
cause the  system  stimulates  larger  production  from  the 
same  plant  without  materially  increasing  the  indirect 
operating  expenses.  These  are  the  advantages  of  the 
piece-rate  system— increased  output  and  increased  earn- 
ings. Its  disadvantages  are  that  when  difficulties  inter- 
fere with  output  the  men's  loss  is  not  made  up  to  them 
without  special  action  by  the  employer;  and,  worst  of  all, 
that  when  the  employees'  earnings  are  very  much  in- 
creased the  employer  can  seldom  resist  the  temptation  to 
cut  the  rate.  Knowing  this,  the  men  are  frequently  sus- 
picious and  seldom  let  themselves  out  to  anything  like 
their  real  capacity. 

The  "contract  plan"  of  employing  and  paying  labor  is 
used  to  some  extent,  especially  in  heavy  machine-shops, 
that  is,  locomotive  and  shipbuilding  plants,  in  the  United 
States  and  Great  Britain.     It  is  not,  however,  a  separate 
and  distinct  system,  but  is  substantially  a  gang  piece-rate. 
An  over-all  price  for  a  job  is  agreed  upon  with  the  con- 
tractor, who  uses  the  equipment  and  facilities  of  the  em- 
ploying shop,  but  hires  his  own  workers  and  assistants  on 
terms  arranged  between  him  and  them.    As  discipline  and 
responsibility  thus  fall  chiefly  on  the  contractor,  while  the 
tools,  facilities  and  general  environment  are  largely  sup- 
plied by  the  shop,  the  plan  leads  to  a  somewhat  demoraliz- 
ing divorce  of  authority  and  liability.    It  is  likely  to  lead, 
and  in  practice  it  does  lead,  to  very  bad  industrial  condi- 
tions.    Nevertheless  it  has  been  in  use  for  a  long  time, 
and  remains  in  use,  and  hence  must  be  considered  a  prac- 
tical and  to  an  extent   commercially   successful   method, 
although  the  success  is  not  determined  by  very  high  stand- 
ards. 


WHY  PIECE-WORK  IS  NOT  SATISFACTORY  ^ 

The  real  objection  to  piece-work  cannot  be  fairly  laid 
at  the  door  of  the  workman,  but  rather  to  the  outrageous 
conduct  of  short-sighted  proprietors,  who  have  constant- 
ly cut  the  piece-work  prices,  even  when  an  agreement  had 
been  entered  into  that  no  cuts  would  be  made,  and  this 
naturally  engenders  a  feeling  in  the  heart  of  the  work- 
man that  he  will  not  get  fair  treatment.  Conditions  often 
arise  to  make  it  absolutely  necessary  to  reduce  piece-work 
prices,  and  in  such  cases  I  have  found  workman  perfectly 
willing  to  accept  a  change.  They  do  so,  however,  always 
with  the  feeling  that  they  could  not  hope  for  fair  con- 
sideration if  new  conditions  were  to  arise  which  would 
justify  an  upward  change.  It  is  always  a  downward 
change  for  the  workman,  so  as  a  matter  of  precaution  he 
keeps  some  force  in  reserve  to  use  when  it  comes  to  a 
pinch.  With  this  feeling  it  is  evident  that  no  peak  pro- 
duction can  be  obtained  and  maintained. 


OBJECTIONS   TO   THE   PIECE-RATE   METHOD 

OF  WAGE  PAYMENT  ^ 

1.     Practical  Objections 

Workers  generally  hate  piece-rates,  and  oppose  them. 
Piece-rates  therefore  widen  the  existing  breach  and 
cause  misunderstandings  between  employers  and  work- 
ers.   They  curtail  output  and  prevent  cost  reductions. 

Tool,  machine,  material,  weather,  temperature,  hu- 
midity, light,  volume,  all  very  greatly  influence  output. 

Because  all  these  conditions  may  vary  exceedingly 
from  day  to  day,  a  piece-rate  must  be  crude  and  soft, 

^  By  W.  D.  Forbes.     American  Machinist.     52  :  612.    March   18,  1920. 

-  By     Harrington     Emerson,       Industrial     Management.       June,     1010, 
P-   471-2. 
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like  an  Indian's  blanket,  instead  of  being  well  adapted, 
like  a  baseball  player's  suit. 

Piece-rates  have  to  be  very  easy  to  go  in  at  all. 

2.  Administrative  Objections 

Piece-rates  lessen  the  responsibility  of  the  manage- 
ment, who  should  bear  it,  together  with  control,  and 
throw  it  on  the  worker  where  it  does  not  belong,  and, 
as  a  consequence  he  demands  more  control. 

Piece-rates  introduce  an  inflexible  system  of  vested 
rights,  a  most  dangerous  condition  to  fasten  on  a  mod- 
ern plant.  No  rate  whatever  ought  to  have  any  perma- 
nence. No  time  schedule  has.  There  may  be  50  time 
schedules  for  the  same  operation  and  they  may  all  auto- 
matically lapse  overnight. 

Labor  costs  are  always  only  a  part  of  total  costs,  often 
a  wholly  insignificant  and  subordinate  one.  Piece-rates 
magnify  a  detail  to  the  detriment  of  the  whole. 

Every  executive,  from  worker  himself  up,  should  un- 
derstand the  end.  the  aim,  the  ideal,  and  not  sacrifice 
it  to  his  petty  function. 

3.  Psychological  Objections 

The  words  "piece-rate"  are  as  a  red  rag  to  the  worker. 
There  is  instinctive  and  latent  hostility  to  them.  How- 
ever fair  they  might  be,  many  injustices  and  abuses  have 
occurred  until  they  have  come  to  be  regarded  as  a  de- 
vice for  increasing  toil  and  reducing  pay. 

I  know  a  very  large  American  plant,  with  an  inter- 
national business,  in  which  piece-rates  were  revised  every 
year  to  the  basis  of  the  lowest  current  wage  for  the 
highest  lO-hour  record.  As  a  consequence,  a  great  horde 
of  ignorant  foreigners  came  to  their  piece-work  between 
4  a.  m.  and  5  a.  m.  in  order  to  earn  a  living  wage  by 
6  p.  m. 

When    I    go    into    a    shop    to    gain    the    cooperative 
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confidence  of  the  worker  I  do  not  want  to  begin  by 
throwing  at  him  a  hated  method  of  check  and  payment. 
He  hates  piece-rates  because  his  income  is  uncertain  but 
his  expenses  are  definite,  and  any  day,  through  conditions 
beyond  his  control,  piece-rate  earnings  may  drop  to 
nothing. 

But  there  is  an  even  deeper  psychology.  We  all  feel 
interested  in  reducing  time,  but  not  in  reeling  off  more 
pieces. 

Thousands  will  go  to  see  a  horse  lower  the  trotting 
record  half  a  second,  but  nobody  feels  any  interest  to 
see  him  go  ten  yards  further  in  a  minute.  We  all  felt 
interest  in  the  reduction  of  transatlantic  steamer  records 
but  not  in  the  more  useful  feat  of  a  long  voyage  without 
coaling. 

If  a  time  standard  is  set  up  men  will  instinctively  try 
to  beat  it.  If  a  piece-standard  is  set  up  they  will  stand 
pat.  Ask  a  man  to  walk  as  many  miles  as  he  can  in  eight 
hours  and  he  will  get  ideas  of  beating  the  professional 
record.  Give  him  a  standard  of  twenty  miles  and  he  may 
attain  it  in  five  or  in  ten  hours,  but  he  will  stop  when  he 
has  done  the  stunt.  Therefore  a  time  schedule  is  gen- 
erally very  effective  in  reducing  cost  and  increasing  pay 
and  output. 

Under  "Practical  Objections"  I  have  already  referred 
to  the  undesirability  of  throwing  the  responsibility  for 
output  on  the  worker,  as  piece-rates  do,  instead  of  on  the 
foremen  and  superintendents  as  time-schedules  do. 

A  machinist  in  a  Santa  Fe  shop  could  not  make  his 
lime-schedule  (the  casting  was  unusually  and  abnormally 
bard).  This  immediately  resulted  in  dragging  in  the 
worker,  the  foreman,  the  superintendent,  the  man  who 
had  made  the  schedule,  the  shop  accountant,  the  purchas- 
ing agent,  the  vice  president.  The  immediate  results 
were: 

1.  A  reduction  in  cost  of  the  specific  operation  from 
%2Z  to  $3. 
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2.  A  saving  as  to  this  one  job  of  20  days  of  locomo- 
tive time  at  $50  a  day  or  $1,000. 

3.  An  improvement  in  all  castings  iov  all  purposes. 

Common  Use  of  Time  Schedules 

All  railroads  have  time  schedules,  not  piece-schedules, 
for  operating  their  locomotives.  The  management  must 
maintain  the  way  and  track  as  well  as  the  locomotive 
so  that  the  locomotive  can  make  its  time. 

It  was  familiarity  with  railroad  operation  time  sched- 
ules that  led  us  to  evolve  the  same  method  for  shop  and 
other  operations.  It  is  noteworthy  that  railroads  have 
never  had  any  serious  difficulty  in  changing  and  bettering 
their  time  schedules,  but  they  have  always  had  immense 
difficulties  with  their  piece-rate  schedules,  whether  ap- 
plied to  freight  or  to  employees  or  to  shop  work. 

For  eleven  years  after  we  had  supervised  the  installa- 
tion of  time  schedules  for  twelve  thousand  men  in  twenty 
different  trades,  men  scattered  through  twelve  states  and 
of  fifty-six  different  nationalities,  including  Indians, 
Mexicans,  Chinese  and  Japanese,  there  was  not  a  breath 
of  trouble,  because  time  schedules  are  flexible.  All 
around  us  on  other  railroads  there  were  piece-rate 
troubles. 

A    True    Story,    Illustrating    the    Psychology    of 
Piece-Rates  Versus  Time  Schedules 

A  skilled  machinist  at  one  big  locomotive  shop  was 
shaping  frames  on  a  piece-rate  of  $12.  At  another  shop 
the  same  operation  was  performed  on  time  schedule  for 
$6.  This  being  brought  to  the  attention  of  the  super- 
intendent, he  suggested  to  the  worker  that  the  $12  rate 
ought  to  be  trimmed.  The  machinist's  reply  was  that 
if  an  attempt  was  made  to  reduce  the  piece-rate  the 
whole  shop  would  strike. 


As  this  was  highly  undesirable  nothing  was  done  for 
several  months,  but  as  the  other  shop  continued,  with 
entire  satisfaction  to  all  concerned,  to  turn  out  the  frames 
at  a  cost  of  $6,  the  matter  was  finally  placed  in  the 
hands  of  a  time  specialist. 

The  successive  steps  were : 

To  find  out  the  average  hourly  earnings  of  the  ma- 
chinist on  piece-rate  for  the  previous  six  months. 

To  offer  the  machinist  this  average  hourly  earning 
as  guaranteed  hourly  wages.  (This  was  accepted  by  the 
machinist.) 

To  abolish  the  piece-rates.    (This  was  also  accepted.) 

To  install,  with  the  superintendent's  and  foremen's 
help  and  cooperation  standardized  conditions  as  to  tools, 
power,  belting,  crane  service,  etc. 

To  install,  with  machinist's  assistance: 

Standardized  operations  as  to  jigs,  cutting  speed, 
feeds,  depths. 

To  set  up  a  time  schedule  for  the  operation  under  the 
improved  conditions. 

As  a  consequence,  the  machinist  who  was  going  to 
bring  on  a  general  strike  if  his  piece-rate  of  $12  was 
touched,  cut  the  actual  cost  to  $5.80,  earned  more,  more 
easily,  but  more  skillfully  than  ever  before. 

Other  illustrations  could  be  given  by  the  hundreds. 

Even  the  villainous  piece-rates,  the  end  result  of  many 
years  of  unjust  oppression,  which  forced  some  workers 
to  come  at  4  a.  m.,  could  have  been  put  on  time  sched- 
ules which  would  have  reduced  the  hours,  increased  the 
pay,  lessened  the  cost,  increased  the  output. 

The  time  schedule  method  consists : 

1.  In  paying  a  regular  rate  per  hour,  agreed  to  be- 
tween contracting  parties. 

2.  In  setting  up  a  standard  equivalent  in  output  for 
the  hour  of  work,  and  recording  the  time  of  every  per- 
formance. 
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3.  In  making  the  management  responsible  for  those 
standardized  conditions  and  operations  as  will  make  the 
output  normally  and  reasonably  possible  in  the  time  set. 

4.  Recognizing  the  worker's  right  to  all  the  time  he 
saves  below  normal  equivalent. 

He  can  use  it  to  rest  or  he  can  use  it  for  work  and 
be  paid  for  it  on  the  next  job. 

He  has  the  same  right  to  the  time  he  has  saved  as 
those  smarties  had,  who  in  plants  working  three  shifts, 
worked  under  one  name  on  one  shift  and  under  another 
name,  in  a  different  department,  on  another  shift;  with 
this  difference,  that  we  object  even  more  to  overtime 
than  we  do  to  piece-rates. 

5.  In  not  disturbing  the  guaranteed  minimum  hour- 
rate,  but  increase  the  rate  as  standard  is  approached,  in- 
crease the  rate  very  much  as  standard  is  passed. 

A  DEFENSE  OF  THE  PIECE-RATE  METHOD ' 

1.  There  are  no  practical,  administrative  or  psycho- 
logical objections  to  any  piece-rate  system  in  vogue  that 
cannot  be  removed  by  a  right-minded  management. 
Where  they  exist  at  all  the  piece-rate  system  is  not  thor- 
oughly understood  and  a  house-cleaning  is  necessary. 

2.  The  piece-rate  method  of  wage  payment : 

(a)  Is  fairest  to  worker  and  management. 

(b)  Rewards  the  worker   the  most   for  superior 
ability. 

(c)  Is    easiest    to    modifv    in    a    labor    trouble 
emergency. 

(d)  Most  certainly  insures  balanced  production. 

(e)  Is  scientific,  unarbitrary  and  hence  sound. 

3.  The  time  schedule  method  of  wage  payment  is 
based  on  a  novel  idea  for  which  too  much  is  hoped.    As 

*  By   Leon    Blog.      Industrial   Management.     October,    1919.     p.    327. 


he  has  done  with  all  other  systems  of  production  coax- 
ers,  the  worker  will  soon  detect  this  one  if  it  be  installed, 
and  it  will  also  become  a  red  rag  whether  deservedly  or 
not.  Its  bonus  nature  will  bring  on  all  the  troubles  in- 
cidental to  bonus  systems  and  a  speedy  return  to  a  scien- 
tifically established  piece-rate  method  of  wage  payment 
will  be  the  remedy. 


WASTE  SAVING  THROUGH  PIECE-WORK  ^ 

In  these  days  of  increasing  agitation  for  economical 
methods  of  manufacture,  perhaps  the  element  that  re- 
ceives the  most  universal  attention  is  that  of  labor.  This 
is  not  to  say  that  there  are  not  other  elements  of  very 
large  importance  from  the  standpoint  of  possibilities  of 
economy  in  every  business,  and  indeed,  in  some  plants, 
of  greater  economical  significance  than  labor.  But  in  the 
first  place  many  of  these  other  elements  have  received, 
and  are  receiving,  in  a  progressive  systematic  man- 
ner, such  attention  as  to  bring  not  only  constant  improve- 
ment, but  (which  is  really  very  much  more  to  be  de- 
sired in  the  plan  of  things)  to  open  up  still  larger  fields 
of  returns  for  human  effort.  And  in  the  second  place  the 
quick  returns  on  intelligent  action,  the  human  interest 
involved,  the  increasing  profit  that  lies  in  volume  of 
production,  the  unlimited  possibilities  of  increase  of 
product  per  hour  that  every  man  seems  capable  of  de- 
veloping, and,  perhaps  not  a  little,  the  fact  that  in  any 
plant  more  energies  and  brains  become  immediately  in- 
terested and  active  when  the  element  of  labor  is  dealt 
with,  make  it  of  supreme  interest. 

And  so  we  are  developing  the  possibilities  of  this  ele- 
ment through  motion  studies  and  scientific  analysis,  and 
coaxing  it  on  through  its  human  side  by  the  incentives 

»  From  Experiences  in  Efficiency  by  Benjamin  A.  Franklin.  Engineer- 
ing Magazine  Company.  1915.  p.  32-41.  Reprinted  by  permission  of  the 
author  and  publishers. 
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of  piece-work,  premium  plans,  bonus  methods,  efficiency 
standards,  etc.,  with  economical  results  as  to  cost,  and 
with  a  hope  that  in  the  lonj^  run,  all  this  will  lead  to 
decreasing  selling  prices.  But  there  are  those  who  think 
that  this  latter  could  be  radically  effected  much  more 
quickly  by  a  decrease  in  the  tariff,  the  discovery  of  a 
plan  of  distribution  more  direct,  or  a  law-compelled  or 
heaven-sent  abnegation  on  the  part  of  capital  of  all  un- 
reasonable profits. 

However,  to  return  to  labor,  it  must  be  acknowl- 
edged that  very  good  economical  results  are  being  ob- 
tained by  the  various  studies  and  methods  employed, 
and  that  a  new  era  of  labor  values  is  being  developed. 
It  cannot  be  denied  that  too  often  the  incentive  back 
of  the  introduction  of  these  modern  methods  in  labor 
handling  is  solely  the  narrow  one  of  plant  profit,  and 
not  the  broader  one  of  mutual  benefit  to  labor  and  capi- 
tal alike.  Yet  it  is  a  fact  of  observation  that  when 
these  methods  of  incentive  have  been  introduced  with  a 
sense  of  fairness  and  appreciation  of  the  full  and  con- 
tinuous rights  of  labor,  the  net  results  to  capital  have 
been  even  greater  than  when  the  work  was  done  in  a 
narrow  way,  since  such  operation  has  aroused  the  most 
liberal  spirit  of  friendly  cooperation,  which  is  most  abso- 
lutely and  essentially  the  true  basis  of  all  of  these 
methods.  And  it  is  not  to  be  doubted  that  through  such 
a  spirit  of  cooperation  lies  a  development  of  this  great 
problem  that  will  lead  to  Utopian  results. 

But  in  all  this  effort  to  increase  the  product  per  man- 
hour,  quality  must  not  be  forgotten.  In  the  matter  of 
moving  materials,  of  much  rough  work,  and  even  of  a 
good  deal  of  work  with  precision  and  automatic  tools, 
haste  does  not  make  waste  nor  affect  the  desired  quality. 
But  there  are  many  operations  and  articles  where  judg- 
ment and  care  play  a  material  part  in  the  items  of  quality 
and  waste,  and  the  unquestionable  tendency  of  haste  is 
to  deteriorate. 
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This  latter  is  the  statement  that  is  met  when  methods 
of  labor  payment  according  to  product  are  suggested 
to  the  manufacturer  who  is  proud  of  the  high  grade 
of  his  product,  and  who  guards,  as  the  secret  of  his 
profits,  against  any  tendency  toward  deterioration.  And 
certainly  no  advance  is  made,  either  from  a  profit  point 
of  view  when  one  element  of  cost  is  decreased  at  the 
later  expense  of  the  selling  price,  or  from  a  broader 
materialistic  point  of  view  when  a  poorer  article  is  made 
from  good  material  wliicli  care  would  make  into  a  bet- 
ter article. 

One  hears  much  complaint,  whether  with  a  true 
basis  or  not,  that  workmen  are  not  so  skilled,  so  careful, 
as  they  used  to  be;  that  articles  are  not  put  together 
so  solidly  and  well  as  formerly.  If  this  is  true,  as  in- 
deed it  may  be  in  cases,  it  is  only  fair  to  labor  to  say 
that  it  is  probably  more  the  fault  of  the  design,  the 
plan,  the  attempt  to  imitate  cheaply  some  popular  or 
high-priced  article,  or  perhaps  even  more  than  these 
the  different  divisions  and  training  of  labor,  brought 
about  by  modern  methods,  than  the  fault  of  labor  itself. 
Xevertheless,  some  years  of  experience  in  many  varied 
industries  have  left  the  conviction  that  quality  is  a  matter 
of  insistence,  rather  than  of  methods  of  either  day-  or 
piece-work.  That  is  to  say,  that  in  that  plant  where  a 
given  standard  of  quality  is  insisted  upon,  the  work- 
men will  work  on  piece-work  basis. 

To  obviate  any  danger  of  retrogression  in  quality  and 
loss  through  waste  by  possible  carelessness  on  the  part 
of  workmen  hastening  toward  daily  increase  of  produc- 
tion on  account  of  the  rewards  offered  by  the 
piece-work  or  other  plan,  the  writer,  working  as  a  busi- 
ness economist,  devised  and  put  successfully  into  opera- 
tion in  several  plants  a  plan  of  piece-work  in  which  the 
rate  varies  w^ith  the  quality  and  per  cent  of  waste,  so 
that  the  daily  pay  of  the  operator  depends  not  merely 
upon  the  quantity  done  per  day,  but  very  largely  on  the 
quality  of  the  work. 
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There  are  many  articles  the  manufacture  of  which, 
both  as  to  quaHty  and  the  waste  of  raw  materials,  can 
be  gauged  very  accurately ;  in  which  no  great  scope  of 
judgment  is  allowed;  in  which  accurate  measurement  and 
prearranged  jigs  and  tools  play  a  guiding  and  correcting 
part.  There  is  little  chance  for  judgment  or  waste,  ex- 
cept through  punishable  carelessness,  in  the  work  of  ma- 
chining to  blue-print  size  a  casting  perhaps  with  jigs 
and  fixtures.  Here,  and  in  many  like  cases,  piece-work 
finds  a  safe  economy. 

But  there  are  many  operations  in  very  many  staple 
businesses  where  haste  and  carelessness  may  spoil  much 
material,  or  where  care  and  interest  may  save  more  in 
material  than  the  total  wages  of  the  worker.  In  these 
cases  the  executive  naturally  hesitates  to  reward  speed 
and  volume  of  production,  because  of  a  fear  that  his  loss 
in  waste  will  be  greater  than  his  gain  in  labor  cost. 

In  such  cases  the  executive  will  find  "quality  piece- 
work" a  valuable  method. 

A  practical  case  will  illustrate  this  method.  In  a  large 
mill  an  important  operation  involved  the  pasting  together 
of  sheets  of  material.  This  operation  developed  a  large 
tendency  toward  imperfections  of  various  kinds,  not  only 
those  arising  from  the  spoiling  of  the  material  in  pasting, 
but  others  due  to  further  enlargement  of  defects  during 
the  drying  and  finishing  operations — defects  which  care- 
ful pasting  might  avoid.  The  value  of  the  material  was 
such  that  its  waste  was  a  very  considerable  matter. 
Quality  was  the  most  important  element  to  be  considered. 
Even  on  the  day-work  plan,  it  was  the  custom  to  sort 
over  the  material,  so  that  the  imperfect  sheets  were  elim- 
inated to  be  pasted  separately.  The  pasting  gang,  there- 
fore, started  with  presumably  perfect  stock,  offering  a 
fair  basis  for  waste-gauging. 

Starting  with  perfect  material,  there  were  two  losses 
lo  guard  against.  The  first  was  the  turning  of  perfect 
sheets,  through  poor  workmanship,  into  sheets,  not  imper- 
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feet  enough  for  waste,  but  so  defective  as  to  bring  a  lower 
selling  price.  The  second  waste  was  that  absolute  one 
where  only  a  scrap  value  remained.  The  scheme  put  in- 
to effect  must  take  care  of  reward  for  speed,  but  a  re- 
ward so  proportioned  that  the  most  careful  and  skilled 
gang  obtained  a  large  return  for  good  work,  while  poor 
work  carried  penalties  in  reduced  rewards  which  forced 
out  poor  workmanship. 

The  detail  of  the  method  on  this  case  was  as  follows. 
A  standard  ratio  of  imperfect  pasted  sheets  to  perfect 
pasted  sheets  was  fixed,  as  well  as  a  standard  percentage 
of  total  waste.  These  standards  were,  of  course,  the  re- 
sult of  records  and  experience. 

The  rate  was  based  primarily  on  the  percentage  of 
imperfection.  W^hile  the  figures  given  below  are  not 
exact,  the  following  table  shows  in  a  general  way  how  the 
rates  look: 
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In  addition,  the  waste  is  set  at  1  per  cent,  and  a  fixed 
bonus  per  100  pounds  arranged  for  every  1/10  per  cent 
reduction,  or  a  deduction  for  every  1/10  per  cent  increase 
in  this  amount  for  the  week. 

The  results  in  saving  to  the  company  in  imperfect  and 
waste,  and  the  weekly  increase  of  production,  have  been 
very  well  worth  while  indeed,  and  the  employees  have 
benefited  25  per  cent  to  50  per  cent  in  increase  in  wages ; 
one  operator  indeed  for  some  years  having  averaged 
nearly  100  per  cent  increase  over 'the  old  rate.  The  judg- 
ment as  to  the  quality  of  the  sheets  pasted  lies  in  the 
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hands  of  people  so  far  away  from  the  pasters  that  there 
can  be  no  question  of  its  fairness  to  both  the  company  and 
the  workmen.  The  pasted  sheets  go  through  other  opera- 
tions and  are  sorted  out  as  to  quality  when  they  are  put 
up  m  final  counted  packages. 

This  example  has  been  given  in  some  detail  in  order 
to  make  clear  by  figures  the  method  employed.  The  same 
method  has  proven  applicable  in  many  cases  where  judg- 
ment, carefulness,  and  attention  could  get  more  of  an 
article  out  of  a  given  quantity  of  raw  material,  with  less 
waste,  than  the  ordinary  methods  of  supervision  and  la- 
bor pay  will  obtain,  and  it  has  been  especially  valuable  in 
the  case  of  leather. 

Three  elements  in  the  operation  of  quality  piece-work 
are: 

1  To  find  operations  in  which  waste  is  to  be  saved 
or  quality  bettered  by  care. 

2.  To  find  by  observation  and  data  what  can  be  done 
per  hour  on  the  quantity  basis. 

3.  To  find  what  the  average  waste  or  standard 
quality  is  as  a  base  for  quality  rate. 

There  have  already  been  some  important  developments 
of  this  quality  piece-work  in  several  factories.  It  can  be 
applied  with  careful  study  to  any  operation  where  waste 
is  to  be  saved  or  quality  bettered. 

Important  from  the  point  of  economy  as  a  reduction 
of  labor  unit  cost  may  be,  the  struggle  for  speed  cannot 
last  without  a  full  accounting  with  quality,  and  the  better- 
ment of  quality  and  saving  of  waste  will  take  its  place  in 
the  progress  of  the  world  as  a  good  second  with  the 
betterment  of  morals  and  social  practice,  and  indeed  has 
an  efTective  place  in  their  progress.  Perhaps  the  next 
step  in  the  progress  of  increasing  per  hour  production  in 
manufacture  by  means  of  extra  wage  incentive  will  be  the 
betterment  of  quality  through  quality  piece-work. 


EMPLOYEES   AND   EXECUTIVES 


GANG  PIECE-W^ORK 


87 


Piece-work,  founded  on  the  ancient  business  principle 
of  barter  and  trade,  of  giving  a  stipulated  i)rice  for  a 
stipulated  article,  is  an  old  institution,  in  principle  and 
practice  well  known  by  both  capital  and  labor.  And  while 
there  rests  in  the  minds  of  very  many  (whose  interests 
would  be  much  better  served  by  knowledge)  a  consider- 
able ignorance  of  the  significance  of  differential  rates,  pre- 
mium plans,  etc.,  every  manufacturer  knows  of  straight 
piece-work,  and  most  of  them  believe  that  their  factories 
are  operated  to  a  very  percentage  on  that  method  of  pay- 
ment. 

^  Yet  actual  experience  with  a  great  many  manufactur- 
ing plants  shows  that,  if  the  payroll  is  consulted  week 
after  week,  it  will  bear  witness  in  the  average  plant  to  no 
such  condition,  but  will  usually  prove  that  in  the  several 
departments,  all  labor  considered,  there  is  from  10  per 
cent  to  75  per  cent  piece-work,  none  too  often  reading 
up  to  the  higher  mark. 

It  is  true  that  manufacturers  are  beginning  to  be  more 
susceptible  to  the  call  of  increased  labor-ef?iciencv.  The 
propagandists  of  scientific  management  are  beginning  to 
be  listened  to  somewhat  more  respectfully,  as  the  message 
of  mcreased  efficiency  is  a  joyful  one  to  the  ear  of  the 
American  business  man,  when  he  can  be  persuaded  that 
it  applies  in  some  practical  way  to  his  particular  case  And 
it  may  be  believed  that  the  agitation  about  the  $1,000  000 
a  day  loss  by  the  railroads  will  do  more  than  anv  recent 
occurrence  to  urge  manufacturers  farther  along  these 
lines,  not  only  by  calling  the  matter  strongly  to  their  at- 
tention, but  also  by  that  happy  trick  of  our  human  na- 
tures    that     makes     many    of     us     hasten,     sometimes 
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unconsciously,  to  correct  or  improve  when  the  fault  or 
opportunity  is  shown  to  exist  in  another. 

But  that  manufacturer  who  desires  to  operate  his  la- 
bor on  piece-work  has  still,  on  the  average,  a  definite  op- 
portunity of  obtaining  a  real  increased  efficiency  in  de- 
veloping this  method  of  payment  to  the  highest  degree  by 
getting  his  whole  factory  working  on  this  plan.  It  is  not 
impossible  in  many  factories  to  get  almost  100  per  cent  of 
the  total  labor,  even  including  the  foremen  in  most  depart- 
ments, on  piece-work.  To  accomplish  this,  however,  it 
is  not  infrequently  necessary  to  depart  from  that  method 
of  piece-work  whereby  a  fixed  rate  for  a  given  operation 
on  a  given  article  is  paid  to  an  individual,  or  what  might 
be  called  "Individual  piece-work." 

A  most  effective  method  of  departure  lies  in  gang 
piece-work. 

The  term  "gang  piece-work"  does  not  here  signify 
that  form  of  labor  payment  which  is  not  now  in  as  great 
practice  as  it  once  was,  and  which  deserves  a  grave  in  the 
cemetery  of  discarded  methods,  viz.,  the  method  by  which 
work  is  farmed  out  for  a  given  sum,  to  a  foreman  or  sub- 
contractor working  generally  inside  the  plant,  who  in  turn 
hires  and  pays  his  own  labor  according  to  his  own  ideas 
Such  a  method  holds  in  it  no  real  economy  to  the  final 
consumer,  but  leads  generally  to  tyranny,  insubordina- 
tion, poor  work,  and  poorly  paid  (and  therefore  ineffi- 
cient) help.    It  is,  indeed,  the  father  of  the  sweat-shop. 

By  gang  piece-work  here  is  meant  something  entirely 
different.  It  is  a  plan  whereby  the  manufacturer  still 
pays  a  stipulated  price  for  a  given  amount  of  work  to  a 
gang— the  foreman  generally  included— but  the  division 
of  the  pay  is  made  by  the  manufacturer  himself  on  a 
basis  of  fairness  to  all  concerned,  each  individual  shar- 
ing proportionally  in  any  increase  of  gang  pay  earned, 
and  the  manufacturer  retaining  to  himself  prerogatives 
of  hire,  discipline  and  discharge.     The  plan  is  not  new; 


but  it  is  not  practised  as  freely  as  it  should  be,  for  it  has 
distinct  advantages. 

Such  a  method  is  economically  valuable,  especially  un- 
der that  condition  where  the  work  in  the  final  result  is 
divisible  into  definite  units  performed  by  a  gang,  but  in  its 
progress  passes  through  the  hands  of  individuals  in  such 
a  varying  and  changing  method  as  to  be  practically  indi- 
visible into  units  for  individual  piece-work  value.  The 
gang  becomes  the  contracting  individual ;  the  final  result, 
liie  paid  for  operation. 

j^ct  us  take  a  definite  example  to  illustrate : 

In  an  envelope  factory  there  works  a  gang  of  eight 
men  including  the  foreman.  The  duties  of  the  individuals 
are  somewhat  widely  divided.  Two  men  are  cellarmen. 
They  unload  paper  from  the  cars  and  wagons,  take  up 
paper  on  order  to  the  envelope  machines,  and  bale  the 
waste  cuttings  as  they  come  down  the  chute  from  the 
envelope  cutters.  Four  men,  including  the  foreman  who 
also  plans  and  lays  out  the  work,  cut  envelopes  on  ma- 
chines. One  man  cuts  envelopes  of  odd  sizes  by  hand, 
and  the  eighth  member  of  the  gang  is  a  boy  who  delivers 
the  cut  envelopes  from  the  cutters  to  the  envelope  ma- 
chines. The  envelopes  are  of  all  possible  sizes  and 
quantities,  and  it  is  easy  to  imagine  that  there  was  amply 
basis  in  fact  for  the  predictions  that  were  made  that  it 
was  impossible  to  put  this  work  on  piece-work  success- 
fully, Avithout  more  labor  in  working  out  the  rates  on  the 
more  than  one  million  cut  daily  than  the  saving  would  be, 
not  to  mention  the  difiiculties  of  planning  the  work  so 
that  each  man  got  an  equal  share.  Gang  piece-work, 
however,  solved  the  situation  in  the  simplest  way. 

A  rate  of  2  cents  per  thousand  envelopes  of  any 
si/e  for  the  whole  gang  of  eight  men  was  arrived  at  by 
careful  record  and  observations,  covering  all  kinds  and 
sizes  of  envelopes,  and  the  weekly  amount  earned  is  divid- 
ed   between    the    members    of    the    gang    on    a    fixed 
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bov  2  ^  r''  '^^  ^°'''"^"  ^""'"g  the  largest  and  the 
boy  the  smallest  proportion.  The  payroll  of  this  gang  fs 
arrived  at  in  five  minutes  at  the  end  of  the  week;  for  tfke 
note,  the  gang  is  paid  each  week,  not  on  what  it  cuts 

tnrv°V^'  """I  .'  u^  *°"'^"^  '^'PP''^  °"t  of  the  fac- 
tory.   This  method  has,  first,  the  decided  advantage  that 

only  good  work  IS  paid  for,  and  the  number  is  beyond 
the  question  of  dispute. 

..ii"^^i^l'  ^T  ^f"^  piece-work  has  worked  most  ex- 
cellently to  the  advantage  both  of  the  factory  and  the 
merL  Production  has  increased  largely,  and  so  has  the  pay 
ot  the  men,  despite  the  decrease  in  cost 

Gang  piece-work  developed  here  its  natural  tendencv 

uJi:     Xr"'""'  fr''  ^^^  ^-^^  ^--  toward  re- 
sults.    While  It  would  have  been  very  difficult    if  not 

mipossible,  to  have  made  individual  piece-work  rates  fo 
the  different  operations  and  classes  of  work,  it  would 
have  been  much  more  difficult,  on  the  individual  piece- 
work plan,  to  have  divided  the  work  so  as  to  have  ob- 
tamed  satisfaction  with  each  man.  When  all  were  in  the 
same  boat,  however,  they  learned  quickly  to  pull  together 
Take  another  example-a  plating  room.  Here  the 
parts  of  varying  sizes,  weights,  and  shapes  went  now  in- 

not  t' H- '?^       '^''  "^^  '^  ""^'^^^'^-  The  work  could 

cal  V  fintr  H     T^  T''^''  "P^^^^^'°"^  '^'^  be  economi- 
cally finished.    The  day-work  plan  ivas  the  onlv  method 

by  which  It  appeared  possible  to  do  this  work.  '  Individ- 
ual piece-work,  as  any  plating-room  foreman  will  ac- 
knowledge, where  the  operations  are  manv  and  varied 
ZZl  '""^f'^^''  Gf  §^  piece-work,  however,  solved  th^ 
problem.  Piece-rates  for  the  finished  article  were  worked 
out,  and  the  gang  (including  the  foreman)  were  pa!d 
weekly  on  the  product  turned  out  bv  the  room,  the  piece 
rates  varymg  as  to  the  different  articles  and  the  total 
amount  being  divided  between  the  operatives  on  a  pre- 
arranged   percentage    basis,    the    foreman    getting    the 

Snf'T-'^"     ^^'  '''''''  "^^  ^^-^^^  economy  to 
the  plant  and  increased  wages  for  the  operator. 
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Many  more  examples  of  the  value  of  gang  piece-work 
where  individual  piece-work  is  impossible  might  be  given, 
but  there  is  also  to  be  obtained  from  gang  piece-work 
frequently  a  value  where  individual  piece-work  is  easily 
possible.  Such  cases  arise  where  the  policy  of  ''each  man 
for  himself  and  the  devil  take  the  hindmost"  (which, 
we  must  confess,  individual  piece-work  has  some  ten- 
dency to  foster)  is  a  policy  that  leaves  the  company  also 
with  the  rear  guard. 

Here  the  value  of  the  cooperative  force  of  gang 
piece-work  becomes  very  apparent. 

Let  us  again  take  an  example. 

A  force  of  twenty-five  to  thirty  men  assemble  small 
parts  into  a  finished  whole.  There  are  a  great  many  small 
parts,  and  some  of  these  have  to  be  assembled  and  passed 
on  for  adjustment  with  other  parts  likewise  partly  as- 
sembled. Despite  careful  planning,  the  weekly  produc- 
tion constantly  varied  and  an  excess  of  small  parts  was 
constantly  demanded  on  the  individual  piece-work  plan. 
Each  man  was  working  for  himself,  hoarding  parts 
whenever  possible,  frequently  stealing  them  from  his 
neighbor,  passing  on  partly  assembled  parts  poorly  done, 
demanding  constant  inspection,  adjustment  of  disputes, 
and  not  a  little  confusion. 

Gang  piece-work  was  installed  and  the  situation  im- 
mediately changed.  Production  rose  to  a  fixed  max- 
imum. Inspection  was  unnecessary  except  to  test  the 
finished  article.  There  was  a  decrease  in  parts  disap- 
pearing. The  necessity  of  cooperation  for  the  general 
good,  the  broadening  of  the  scope  of  the  individual  to 
look  to  the  welfare  of  the  whole  instead  of  his  own  solely, 
had  in  this  work  (as  it  has  in  any  other  affairs  of  the 
world,  political,  religious,  humanitarian)  an  extremely 
beneficial  effect  for  all  involved. 

In  fact,  gang  piece-work  seems  to  be  especially  adapt- 
ed for  results  where  numbers  of  small  parts  are  involved, 
when  these  parts  have  to  pass  through  many  operators' 
hands.    This  same  plan  was  put  into  another  department 
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of  the  same  plant,  where  certain  small  parts  went 
through  a  number  of  different  kinds  of  operations  neces- 
sitating that  one  operative  should  pass  them  to  another 
On  the  individual  piece-work  basis,  there  was  consider- 
able delay  and  much  necessity  for  special  rush  to  ^et 
certain  needed  parts  out  of  this  department,  despite 
caretul  routing.  Unforeseen  delays  and  occurences,  lack 
of  interest  on  the  part  of  each  individual  except  in  his 
own  work,  much  loss  of  labor  paid  on  work  spoiled  be- 
tore  It  reached  the  last  operation,  beside  a  great  deal  of 
calculation  necessary  to  make  up  the  payroll,  were  dis- 
covered. 

Gang  piece-work  miraculously  stopped  this  The 
gang,  paid  a  single  rate  on  good  finished  parts,  quickly 
discovered  ways  of  getting  through  a  greater  proportion 
of  good  hnished  parts  and  of  reducing  to  a  minimum 
the  time  of  routing. 

Cooperation— and  it  is  a  fact,  comment  upon  it  as  you 
will  that  the  opportunity  for  gain  will  bring  the  most 
intelligent  cooperation  on  the  part  of  the  average  body 
of  men  when  properly  led— cooperation  educates  It 
makes  common  to  the  gang  the  education  and  skill  and 
energy  of  each  man.  It  works  toward  greater  efficiency 
of  the  whole.  ^ 

To  establish  gang  piece-work  it  is  necessary,  first— to 
find,  as  a  basis  for  rate  payment,  some  final  result  or  re- 
sults which  a  gang  of  men  are  engaged  in  accomplishin^r ' 
second-to  establish  a  definite  method  of  division  be- 
tween them  of  the  amount  earned  by  the  gang  this  be- 
ing based  generally  on  the  relative  skill  and  position  of 
the  men  involved. 

While  as  before  noted  gang  piece-work  is  not  a  new 
institution,  It  is  one  that  in  most  plants  has  never  been 
utilized  to  Its  most  profitable  extent.  For  it  is  useful 
both  in  attaining  the  highest  percentage  of  piece-work 
efficiency  and  in  introducing  what  most  concerns  stand 
badly  in  need  of— cooperation.  And  if  it  be  from  the 
point  of  view  of  labor  itself,  since  it  demands  equal  wage 
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for  all  of  a  class  and  decries  piece-work  partly  because 
of  its  discriminating  effect,  what  could  more  justly  meet 
its  view  and  still  satisfy  the  employer  than  gang  piece- 
work ? 

From  many  ethical  considerations,  it  is  well  for  men 
to  be  bound  together  for  a  common  cause  when  that 
cause  is  a  fair  one,  and  any  possible  advantage  that  such 
a  combination  in  a  manufacturing  plant  may  get  because 
its  demands  for  rates  and  privileges  may  be  incited  by 
the  cleverest  and  strongest  man  in  the  gang,  may  well 
be  considered  as  oft'set  by  the  fact  that  its  results,  the 
energy  and  skill  of  its  workers,  are  likewise  incited  by 
the  same  force.  And  it  is  undeniable  that  this  form  of 
payment  brings  about  a  concerted  action  on  the  part  of 
the  gang,  which  while  it  may  not  replace  or  be  as  effec- 
tive as  a  careful  and  intelligent  plan  from  a  superior 
executive  source,  is,  nevertheless,  a  good  abettor  of  such 
a  plan  and  assists  materialy  when  there  is  no  such  plan. 

SPECL\L  APPLICATIONS  OF  THE  PIECE-WORK 

SYSTEM  ^ 

In  some  plants  the  piece-work  system  has  been  ex- 
tended so  that  it  covers  almost  every  branch  of  work 
with  the  exception  of  that  of  a  watchman  at  a  fixed 
post.  Where  it  is  impracticable  to  carry  out  detailed 
time  studies — such,  for  example,  as  are  necessary  in  the 
Taylor  system — it  is  often  possible  to  accomplish  a  great 
deal,  particularly  in  connection  with  those  operations 
where  piece-work  is  least  likely  to  be  used,  since  they 
are  outside  the  regular  manufacturing  channels. 

If  each  step  in  the  manufacture  of  the  product  be 
carefully  analyzed  it  will  be  found,  almost  without  ex- 
ception, that  in  addition  to  the  operations  which  are  of 
record  and  for  which  a  piece-price  may  and  may  not  be 

*  By  H.   F.   Seward,  Certified  Public  Accountant.     Journal   of  Accoun- 
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established,  considerable  time  is  spent  on  work  of  which 
there  is  no  record.  This  may  constitute  a  large  propor- 
tion of  the  overhead  expense  if  it  is  paid  for  as  day- 
work  and  applied  as  overhead  by  reason  of  its  not  being 
reported  against  specific  jobs. 

If  a  record  be  kept  to  which  is  posted  a  memorandum 
of  all  such  operations  together  with  the  quantity  pro- 
duced and  the  time  spent  thereon,  it  will  be  necessary  to 
have  a  daily  system  of  time  reports  for  each  workman 
which  will  make  it  obligatory  to  account  for  each  hour 
of  the  working  day.    With  such  a  record,  it  would  be  im- 
possible for  a  workman  who,  for  example,  might  have 
completed  a  piece-work  job  at  2.30  p.  m.  to  secure  an  al- 
lowance for  the  balance  of  the  day  as  merelv  ''day  work" 
without  specifying  clearly  the  nature  of  the  work    the 
quantity  turned  out,  and  the  actual  time  consumed.  'The 
various  time  stamps  on  the  market  are  a  great  aid  to  the 
accuracy  of  such  a  record,  although  the  result  may  be 
approximated  by  use  of  a  time  ticket  divided  into  hours 
and  tenths.     One  ticket  would  be  used  for  each  opera- 
tion, the  starting,  the  finish  and  the  elapsed  time  being 
entered  thereon  in  pencil  or  by  means  of  a  punch 

A  permanent  record  could  be  kept  in  which  a  page 
would   be   provided    for   each   operation   performed    as 
shown  by  these  individual  time  reports  of  day-work      As 
the  tickets  were  received  daily,  they  would  be  posted  to 
this  day-work  register.   It  might  seem  at  first  thought 
that  this  would  entail  a  great  amount  of  clerical  work 
and  in  many  instances  this  would  be  true.    This  extra 
work,  however,  would  be  more  than  oflFset  by  the  know- 
ledge gamed,  because  after  the  record  had  been  in  use 
a  short  time  it  would  be  discovered  that  operations  were 
being  reported  of  which  there  was  no  record  whatever 
in  addition  to  this,  the  cost  per  unit  quantity  could  be 
extended  on  the  register  for  each  operation  daily,  and 
at  the  end  of  a  reasonable  time  would  furnish  an  excel- 
lent basis  for  the  establishment  of  a  piece-price 
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In  several  plants  where  this  register  has  been  installed 
it  has  met  with  great  opposition,  but  it  has  invariably 
demonstrated  its  efficiency  not  only  from  the  standpoint 
of  the  knowledge  gained,  but  from  the  fact  that  the 
production  has  actually  been  increased.  It  would  appear 
that  the  reason  for  this  is  fundamentally  to  be  found  in 
human  nature.  If  it  be  possible  for  a  workman  to  do 
work  without  any  systematic  check  upon  him,  especially 
where  he  is  aware  that  the  management  is  ignorant  of 
the  fact  that  the  operation  is  being  performed  at  all, 
it  is  the  most  natural  thing  in  the  world  for  him  to  do 
it  in  his  own  time,  but  where  he  knows  that  the  results 
are  being  recorded,  he  will  unconsciously  increase  his 

speed. 

While  no  claim  is  made  of  extravagant  results  from 
the  installation  of  this  plan,  it  has  been  demonstrated  in 
each  case  where  it  has  been  used  that  the  increase  in 
production  has  more  than  compensated  for  the  extra 
cost  of  the  clerical  work.  Naturally,  the  unit  costs  dis- 
closed by  this  day-work  register  would  not  be  minimum 
costs  but  would  be  an  excellent  foundation  upon  which 
to  establish  the  final  piece-rate.  Even  if  no  increased 
production  resulted,  however,  the  costs  are  actual  and 
the  record  is  invaluable  for  the  purpose  of  estimating. 

It  will  be  found  that  the  development  of  this  plan 
can  be  carried  out  almost  indefinitely,  and  in  the  factory 
itself  it  will  be  possible,  in  connection  with  strictly 
manufacturing  work,  eventually  to  place  the  entire  work 
of  the  factory  upon  the  piece-work  basis.  To  carry  this 
out  in  connection  with  mechanical  work  is  comparative- 
ly simple  and  could,  temporarily  at  least,  be  handled 
by  competent  foreman  with  sufficient  training  and  in- 
telligence to  understand  the  principles  involved. 

When  it  is  attempted,  however,  to  carry  it  further 
and  place  such  work  as  sweeping,  hand  trucking,  and 
other  non-mechanical  work  upon  other  than  an  hour- 
payment  basis,  it  will  be  found,  almost  invariably,  that 
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not  only  does  a  great  deal  of  prejudice  exist  but  that 
the  average  foreman  is  either  incapable  or  unwilling  to 
undertake  the  task,  or  that  his  mental  inertia  is  such 
that  he  cannot  overcome  it  sufficiently  to  make  a  start, 
It  being  a  well  established  fact  that  the  average  fore- 
man has  in  mind  what  he  considers  the  interests  of  his 
men  more  than  he  has  the  interest  of  his  employers,  al- 
though he  may  be  entirely  unconscious  of  this. 

It  is  the  intention  of  this  article  to  point  out  to  small 
manufacturers  who  do  not  feel  able  to  afford  the  ser- 
vices of  specialists  of  this  kind  means  whereby  they 
themselves  can  accomplish  a  great  deal  and  reduce  their 
expenses  materially. 

Sweeping 

Under  present   fire   insurance   regulations   and   from 
an  economic  standpoint,   it  is  imperative  that  factories 
be  kept  clean  and  that  refuse  of  all  kinds  be  removed 
from  the  plant  at  least  once  a  day.     This  is  ordinarily 
done  by  sweepers.     It  will  be  found  in  the  majority  of 
cases  that  these  men  have  a  more  or  less  roving  com- 
mission, their  general  instructions  being  to  see  that  the 
factory  is  kept  clean  and  that  refuse  is  disposed  of  daily. 
In  a  case  like  this  the  layout  of  the  plant  should  be 
studied    with    a   view    to    mapping    out    routes    for   the 
sweepers  to  follow.     Ordinarily,  it  could  be  arranged  to 
have  one  man  on  each  side  of  a  room,  both  sweeping 
in  the  same  direction.     If  one  finished  before  the  other, 
he  would  assist  on  the  other  side  of  the  room,  the  refuse 
being  placed  in  proper  receptacles  either  provided  with 
running  gear  or  placed  upon  a  hand  truck  for  easy  trans- 
portation.    Beginning  at  the  top  of  the  building  they 
would  proceed  downward  floor  by  floor,  provision  hav- 
ing previously  been  made  for  empty  receptacles  at  the 
end  of  each  floor  where  they  would  finish  sweeping. 

In  this  way  it  can  be  ascertained  what  time  is  neces- 
sary,  in   ordinary   circumstances,    to   clean   each    room, 
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including  filling  the  receptacles.  The  removal  of  the  re- 
ceptacles, if  possible,  should  be  in  charge  of  a  gang  of 
truckers  so  that  the  sweepers'  time  will  be  devoted  en- 
tirely to  that  work. 

In  one  instance  with  which  the  writer  is  acquainted, 
when  this  plan  was  inaugurated  the  force  of  sweepers 
was  cut  down  from  sixty-five  men  to  forty  at  the  end 
of  the  first  week,  each  one  of  the  forty  men  earning  ap- 
l^roximately  v$2.50  a  day  instead  of  $1.75  previously 
earned. 

Trucking 

The  same  principles  apply  to  trucking.  The  pro- 
position, however,  is  somewhat  different  in  detail,  owing 
to  the  variety  of  the  w^ork,  the  uncertainty  of  the  time 
when  the  service  will  be  required,  and  the  routes,  dis- 
tances, etc.  A  careful  study  of  this  will  show,  how'ever, 
whether  or  not  the  work  is  sufficient  to  warrant  a  central 
dispatching  station  with  a  clerk  in  charge  and  a  telephone 
connected  with  each  department.  In  many  cases  ar- 
rangements can  be  made  in  the  different  departments 
to  have  their  work  ready  for  transportation  at  specified 
times,  and  in  such  cases  routes  can  be  laid  out  so  that 
the  truckers  can  utilize  their  time  to  the  best  advantage 
and  lose  very  little  of  it  in  returning  light.  It  is  im- 
portant, of  course,  to  have  trucks  in  good  condition 
with  wheels  of  large  diameter  and  well  oiled.  The 
height  of  the  truck  platforms  should  be  studied  to  ob- 
viate as  much  lifting  as  possible,  and  the  dimensions 
of  the  carrying  space  should  be  made  to  accommodate 
average  loads.  In  many  cases,  it  will  be  possible  to  pro- 
vide steady  work  to  and  from  certain  departments  where 
trucks,  specially  designed  for  the  efficient  handling  of  the 
particular  work  can  be  utilized. 

If  several  good  men  can  be  interested  in  the  experi- 
ment, the  routes  can  be  laid  out  and  tests  made  to  demon- 
strate the  time  required  for  each  particular  route.     It 
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will  always  happen,  of  course,  that  extra  work  will  come 
up,  making  it  necessary  to  send  trucks  from  the  dis- 
patching station  to  the  departments  from  which  the  call 
comes.  It  will  not  always  be  possible  to  provide  a  load 
going  in  that  direction,  so  that  an  allowance  must  be 
made  for  this.  The  dispatcher  should  be  provided  with 
a  time  stamp,  and  the  trucker's  tickets  should  be  stamped 
on  departure  and  upon  return.  If  time  stamps  are  em- 
ployed in  each  department,  the  trucker's  ticket  should 
likewise  be  stamped  by  the  foreman  to  whom  he  re- 
ports. This  is  particularly  important  in  case  he  is  sent 
from  there  to  another  department  on  a  special  call. 

This  plan,  worked  out  systematically,  will  result  in 
a  material  saving,  there  being  an  even  greater  oppor- 
tunity for  truckers  than  for  sweepers  to  waste  time. 
In  the  same  plant  where  the  reduction  in  the  sweeping 
force,  as  above  mentioned,  was  accomplished,  a  reduc- 
tion of  the  number  of  truckers  from  eighty-six  to  sixty- 
three  was  made.  In  this  connection,  where  a  great  deal 
of  trucking  is  done  from  one  building  to  another,  it  is 
imjiortant  that  side  walks  be  smooth  and  hard,  and  it  has 
paid  in  several  instances  to  put  in  concrete  walks. 

In  a  great  many  plants  which  cover  a  wide  area, 
where  freight  is  received  on  private  sidings,  it  is  de- 
sirable to  have  an  unloading  platform  of  the  same  height 
as  the  car  floor,  adjacent  to  this  siding.  It  is  some- 
times customary  to  have  freight  examined  by  a  repre- 
sentative of  the  receiving  department  as  soon  as  the 
car  seal  is  broken.  If  this  examination  consists  entirely 
of  a  count,  as  it  would,  for  example,  in  the  case  of 
cement  bags,  it  can  best  be  carried  out  in  the  store- 
house to  which  the  contents  of  the  car  would  be  trans- 
ported, but  with  some  merchandise,  such  as  copper,  lead, 
etc.,  it  is  sometimes  necessary  to  arrange  the  ingots  and 
count  them  prior  to  their  removal.  This  piling  and 
counting  should  be  done  by  the  piece  as  well  as  the  un- 
loading upon  the  receiving  platform. 
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It  is  often  possible  to  utilize  platform  trucks  operated 
by  storage  batteries  which  can  be  run  directly  on  to  the 
receiving  platform  and  into  the  car  where  they  can  be 
loaded  and  taken  to  the  storehouse.  If  the  number  of 
trucks,  the  number  of  men  in  the  car  and  the  number  of 
men  at  the  storehouse  be  properly  proportioned  it  will 
be  possible  to  unload  each  car,  transport  the  goods  to 
the  storehouse,  weigh  on  floor  scales  and  pile  in  bins 
with  very  little  waste  time,  a  uniform  piece-price  being 
established  for  each  gang  of  men.  If  there  are  several 
cars  to  unload  it  would  be  an  advantage  to  have  one 
gang  unloading  and  one  or  two  other  men  arranging  the 
next  cars  ahead  so  that  as  soon  as  one  car  is  finished  the 
gang  can  proceed  to  the  next  one  without  loss  of  time. 

In  order  for  this  to  work  out  satisfactory,  the  roads 
about  the  plant  must  be  in  first  class  condition,  and  it 
will  be  found  profitable  to  keep  them  well  rolled  and 
hard.  If  electric  platform  trucks  are  used  to  any  great 
extent,  it  will  sometimes  pay  to  put  in  concrete  side- 
walks. If  horses  are  utilized,  however,  care  should  be 
taken  when  the  price  is  established  that  it  is  not  based 
upon  overworking  the  horses,  because  this  is  neither 
humanitarian  nor  economical.  It  will  sometimes  be 
found  necessary  during  bad  weather  to  make  a  special 
rate  for  the  work,  but  a  careful  study  of  the  proposi- 
tion will  disclose  opportunities  for  saving  a  great  deal 
of  time. 

Where  it  is  impracticable  to  build  a  receiving  plat- 
form alongside  a  railroad  siding,  hand  trucks  can  be 
l)laced  upon  a  wagon  or  automobile  truck  and  loaded 
from  the  car,  one  man  standing  on  the  truck  and  the 
others  in  the  car.  Upon  arriving  at  the  storehouse  the 
truck  could  be  backed  up  to  a  small  platform  of  the 
proper  height.  The  hand  trucks  could  then  be  pushed 
on  this  platform,  from  which  by  means  of  a  rope  and  a 
snubbing  post  they  could  be  run  down  an  incline  to  the 
ground.     If  the  storehouse  is  open  at  both  ends,  these 
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hand  trucks  can  be  dispensed  with,  the  goods  being  piled 
upon  the  rtoor  of  the  wagon  and  the  latter  driven  into 
the  storehouse  to  the  proper  point  for  unloading. 

Miscellaneous   work 

Examples  of  work  which  can  be  handled  in  the  same 
way  can  be  multiplied  indefinitely.  If  a  plant  makes 
a  great  amount  of  paper  scrap  a  machine  baling  press 
can  be  installed,  the  different  classes  of  paper  being  baled 
separately  and  the  piece-rate  being  based  upon  the 
weight  or  the  number  of  bales.  In  connection  with 
this  operation  it  is  necessary  to  prepare  burlap  covers 
for  the  bales.  These  can  be  prepared  on  a  sewing  ma- 
chine and  a  piece-rate  established  for  this  work.  If  ar- 
rangements be  made  with  consignees  to  return  these  bur- 
lap covers,  they  can  be  used  again,  a  piece-rate  being 
established  for  overhauling  them. 

Another  operation  which  can  be  based  upon  a  piece- 
work basis  is  the  sorting  of  scrap  of  various  kinds, 
packing  it  in  barrels,  and  coopering  the  barrels.  It  often 
happens  that  consignees  return. barrels,  and  a  piece-price 
can  be  established  for  recoopering.  If  the  plant  is  of 
sufficient  size  to  have  a  scrap  storehouse  where  the  scrap 
is  kept  until  a  carload  is  ready  for  shipment,  prices 
should  be  established  for  placing  bales  in  piles  and  for 
loading  the  cars  and  in  fact  for  practically  all  the  neces- 
sary work. 

Another  instance  of  the  possibility  of  developing  the 
piece-work  system  is  in  connection  with  kilns  and  lum- 
ber yards.  A  price  could  be  established  for  unloading 
cars  of  lumber,  for  trucking  to  the  pile  and  for  piling; 
for  taking  down,  transferring  to  the  kiln  and  piling  in 
the  kiln ;  and  for  taking  down  from  the  pile  in  the  kiln 
and  transferring  to  the  cutting-up  shop.  In  some  cases 
lumber  is  cut  into  small  pieces  as  soon  as  the  car  is  re- 
ceived, the  ends  being  painted  to  prevent  checking,  after 
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which   the   pieces   are   piled   in   a   kiln.     A   piece-price 
can  be  established  for  all  this  work. 

The  above  illustrates  only  a  few  of  the  possibilities. 
In  making  an  investigation  of  this  character  it  is  im- 
portant to  study  each  element  of  each  operation,  be- 
cause it  is  often  possible  to  change  the  gang  of  men  in 
order  to  have  them  work  together  more  economically, 
and  this  cannot  be  done  without  complete  knowledge 
of  the  detail  of  the  work  to  be  accomplished. 


CHAPTER  IV 

DAY-WORK  AND  WEEK-WORK 

THE  RESULTS  OF  DAY-WORK  SYSTEM  ^ 

Day-work,  or  that  in  which  men  are  paid  for  the 
time  they  spend,  may  be  divided  into  two  classes ;  first, 
ordinary  day-work  in  which  there  is  no  attempt  made  to 
keep  individual  records,  and  every  man  of  a  class  re- 
ceives the  same  wages  regardless  of  the  amount  of  work 
he  does :  second,  that  in  which  the  work  is  carefully 
planned  beforehand  so  that  each  man  can  have  continuous 
work,  and  so  that  an  exact  record  can  be  kept  of  what 
he  does,  and  his  rate  of  pay  adjusted  accordingly. 

The  day-rate  of  any  class  of  men,  such  as  laborers, 
weavers,  machinists,  moulders,  etc.,  is  regulated  by  sup- 
ply and  demand,  except  where  it  is  regulated  by  the 
union;  and  in  times  of  extreme  depression  even  the 
unions  are  unable  to  keep  up  the  rate.  The  rate  may  be, 
and  usually  is,  different  in  dififerent  localities.  Under 
the  condition  where  no  individual  records  are  kept,  it 
does  not  make  much  difference  whether  one  man  is  more 
efificient  than  another  or  not ;  it  is  almost  impossible  for 
him  to  get  a  higher  rate  of  wag(!S  than  the  rest  of  them. 
If  the  pay  of  one  is  raised,  others  are  apt  to  claim  that 
they  also  are  entitled  to  an  increase,  and  in  the  absence 
of  records  it  is  impossible  often  to  disprove  their  claim. 
To  save  discussion,  then,  and  possible  trouble,  the  em- 
ployer declines  to  sanction  any  increase  of  pay.  The  in- 
dustrious and  efficient  man  naturally  becomes  dissatis- 
fied and  gradually  slackens  his  pace  to  that  of  the  poorer 

'  From  Work,  W^ages  and  Profits,  by  H.   L.  Gantt.    p.   65-70.     Engineer- 
ing Magazine   Company.     1916.     Reprinted  by  courtesy  of  the  publishers. 
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workman.  Thus  the  employer,  who  pays  only  the  rate 
the  poorer  man  can  earn,  gets  only  the  efficiency  he  pays 
for,  even  from  his  capable  man,  who  thus  works  far  be- 
low his  capacity. 

This  method  of  buying  labor  is  similar  to  buying 
all  materials  sold  under  the  same  name  at  the  same  price, 
without  regard  to  quality;  but  it  is  much  more  wasteful, 
as  the  difference  in  the  quality  of  materials  is  seldom  as 
great  as  the  range  of  efficiency  in  workmen. 

The  result  of  this  policy — and  it  is  the  logical  re- 
sult— is  that  the  efficient  man,  the  man  with  boundless 
energy  to  spare,  says:  *T  can't  get  any  more  money  by 
doing  more  work.  I  am  going  to  see  if  I  can  get  it  some 
other  way."  Then  he  organizes  all  his  fellows  into  a 
union,  and  they  all  say,  ''We  want  more  money !''  and 
they  get  it,  and  no  man  cares  w^hether  he  does  more 
work  or  not.  The  moral  tone  of  the  shop  and  the  com- 
munity is  lowered,  as  is  always  the  case  when  there  is 
a  resort  to  force. 

In  the  second  class  of  day-work  some  intelligent  man 
studies  the  work  to  be  done,  lays  it  out  carefully,  per- 
haps several  days  ahead,  provides  the  proper  appliances, 
divides  it  up  in  such  a  manner  that  it  can  be  done  by  in- 
dividuals or  by  men  in  small  gangs,  so  an  exact  rec- 
ord can  be  kept  of  what  each  individual  or  gang  does, 
and  compensation  be  made  accordingly.  Such  a  method 
of  handling  workmen  has  exactly  the  reverse  effect, 
and  their  efficiency  begins  to  increase  at  once.  When 
we  increase  one  man's  wages  because  his  record  shows 
he  deserves  it.  it  not  only  does  not  cause  trouble  with 
the  other  workmen,  but  it  acts  as  a  stimulus  to  them, 
and  we  are  glad  to  have  each  workman  know  what  the 
others  are  making. 

It  is  difficult  and  often  impossible,  especially  at  first, 
to  plan  all  the  work  of  a  plant  and  to  keep  a  record 
of  each  workman,  but  some  planning  can  be  done,  and 
some  records  kept  in  almost  every  case;  and  if  a  few 
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steps  in  this  direction  are  taken,  the  advantage  of  tak- 
ing more  will  soon  become  evident. 

If  the  conditions  are  such  that  we  can  plan  out  the 
work  ahead  of  time,  we  will  get  a  fair  degree  of  effi- 
ciency by  keeping  individual  records  of  the  workmen,  and 
raising  their  day-rate  accordingly.  As  a  matter  of  fact, 
a  better  efficiency  can  be  obtained  by  this  method  than 
by  the  ordinary  system  of  piece-work,  where  the  rates 
are  set  by  past  records  or  the  estimates  of  the  foreman ; 
and  the  tone  of  the  shop  is  far  better. 

FALLACY  OF  THE  DAY-PAY  PRINCIPLE  ^ 

The  conception  underlying  day-pay  is  that  a  certain 
sum  of  money  is  arithmetically  equal  to  a  certain  num- 
ber of  hours  spent  by  a  man — any  man — at  doing  a  cer- 
tain kind  of  work.  For  example,  every  man  digging 
dirt  is  worth  $1.50  for  ten  hours'  labor;  every  man 
laying  brick  is  worth  $5  for  eight  hours'  labor.  Stated 
this  way,  baldly  and  without  qualification,  the  notion 
seems  so  foolish  that  it  is  hard  to  see  how  it  ever  became 
so  generally  adopted  in  practice.  It  would  be  as  intelli- 
gent to  base  an  economic  system  on  the  hypothesis  that 
a  string  is  always  six  feet  long  or  that  all  horses  run 
equally  fast.  Nevertheless,  the  conception  persists,  and 
will  long  continue  to  persist,  and  you  will  have  to  deal 
with  it.  It  is  in  the  moral  code  of  many  labor  unions 
as  the  first  and  great  commandment.  The  reason,  as  al- 
ready suggested,  is  that  the  unions  have  found  it  neces- 
sary to  resort  to  collective  bargaining  and  to  demand  a 
universal  wage-rate,  chiefly  because  there  has  been  in 
general  no  method  practiced  by  employers  for  fair  and 
honest  individual  bargaining  with  each  man  according  to 
his  ability.     The  result  of  the  whole  thing  is  a  struggle 

'  From  Principles  of  Industrial  Engineering,  by  Charles  B.  Going, 
p.  118-20.  McGraw-Hill  Book  Company.  New  York.  Reprinted  by  per- 
mission of  the  publishers. 
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between  opposing  forces,  the  employer  trying  to  push  the 
day-wage  down  because  he  has  no  satisfactory  assur- 
ance of  anything  but  minimum  efficiency  on  the  part  of 
his  workmen,  and  therefore  he  wants  to  pay  the  mini- 
mum price ;  and  the  men  trying  to  force  the  rate  up  be- 
cause they  cannot  get  it  up  in  any  way  except  by  force. 

This  sort  of  struggle  is  constantly  going  on,  with 
variable  results.  Where  labor  is  abundant  or  poorly  or- 
ganized, and  where  the  employer  or  sub-bosses  have  a 
genius  for  driving,  probably  as  highly  efficient  results 
are  secured  under  the  day-wage  plan  as  under  any  other ; 
that  is,  the  employer  gets  as  high  a  product  for  the  dollar 
he  expends  as  he  can  get  by  any  method.  Where  labor 
is  powerful  and  well  organized  and  much  in  demand, 
the  results  secured  under  the  day-wage  system  are  per- 
haps as  inefficient,  as  little  return  is  obtained  for  each 
dollar  expended,  as  in  any  application  of  capital  to  pro- 
ductive or  constructive  work,  except,  perhaps,  in  de- 
liberately dishonest  political  jobs. 

Nevertheless,  the  day-wage  remains  today  the  method 
of  payment  for  a  very  large  proportion,  perhaps  a  large 
majority,  of  all  service.  I  have  dwelt  strongly  upon  its 
unfavorable  features,  but,  of  course,  they  are  to  a  cer- 
tain extent,  even  if  imperfectly,  remedied  in  practice. 
The  extremely  good  man  cannot  be  held  down,  and  he 
will  break  through  even  the  dead  level  of  day-pay:  so 
the  fallacy  of  assuming  that  all  men  are  equally  worth 
$1.50  a  day  is  corrected  fractionally  by  picking  out  here 
and  there  a  peculiarly  able  man  and  making  him  a  job 
boss  or  a  sub-foreman  at  $2  or  $2.50,  while  the  hope- 
lessly incapable  fellow  is  fired  off  the  job  and  gets  no 
wages  at  all.  The  plan  as  a  whole  is  one  of  those  rough 
and  ready  ones  that  the  world  has  always  used  and  al- 
ways will  use.  And  it  does  express,  although  it  ex- 
presses it  badly,  a  certain  vital  truth;  that  is,  that  time, 
after  all,  is  the  one  supreme  value  that  must  be  seized 
and  used  moment  bv  moment  or  it  is  lost  forever.     If 
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machinery  is  idle  the  opportunity  may  usefully  be  taken 
to  overhaul  and  repair  it;  if  material  is  idle  it  may  be 
worked  over  into  something  else  which  is  active;  if  dol- 
lars are  idle  they  are  only  dormant  and  will  come  to 
life  and  into  circulation  as  soon  as  there  is  an  oppor- 
tunity. But  if  hours  are  idle  they  are  dead  and  gone 
forever.  This  truth  of  the  fundamental  value  of  time 
i>  recognized  by  the  day-pay  system.  You  will  find  the 
s\  stem  in  use  everywhere  and  you  will  have  to  get  along 
with  it :  nevertheless,  in  most  cases  a  much  more  intelli- 
gent plan  for  hiring  time  than  the  day-wages  plan  can 
be  devised  and  may  be  applicable. 

OBJECTIONS  TO  TIME-WORK ' 

It  is  obvious  that  of  all  methods  the  furthest  removed 
from  the  ideal  is  that  of  time-wages  at  a  uniform  rate. 
It  presupposes  an  equality  which  has  no  existence,  and 
it   is   therefore   based   on   a   false   principle.     The   more 
skilled  the  work  the  more  false  the  principle.     That  be- 
comes clear  if  the  most  highly  skilled  occupations,  which 
are   those    requiring   the   greatest   menial   effort   or   the 
rarest  natural  gifts,  are  considered.     In  these  the  reward 
transcends  pecuniary  remuneration  altogether  and   can- 
not  be   measured   at   all;   it   is   purely   personal.    When 
power  and  fame,  the  approbation,  the  confidence  or  the 
love  of  one's  fellows,  the  satisfaction  of  conscience  and 
the  sense  of  duty  are  among  the  earnings,  the  very  idea 
of  equality  is  out  of  the  question;  it  becomes  unthink- 
able.    The  individual  diversity  thus  plainly  revealed  in 
the    higher    occupations    and    their    rewards    extend    in 
some  measure  throughout  the  scale,  but  becomes  less  as 
we  descend  into  the  regions  of  manual  labor  until  we 
reach  the  lowest  strata  of  unskilled  work.     Here  there 

»  From    Arthur    Shadwell's    Industrial    Efficiency,      p.    390.      Longmans, 
ubfishe^s     ^"'^*"^''  '''      '^'^"     ^^P""^^'^    ^y    permission    of    the 
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is  least  room  for  variation  in  the  value  of  services 
rendered,  and  therefore  least  waste  of  potential  energy 
through  failure  to  elicit  it  by  varying  incentives.  In  the 
most  unskilled  labor  the  value  to  the  community  of 
one  man  who  can  do  the  work  at  all  is  most  nearly 
the  same  as  that  of  another,  and  a  uniform  scale  of 
payment  by  time  is  therefore  least  uneconomical.  In 
proportion  to  the  departure  from  that  standard  it  be- 
comes more  and  more  uneconomical.  To  condemn  any 
men  to  it  who  might  be  subject  to  another  system  is  to 
jnark  them  with  the  brand  of  inefficiency.  The  min- 
imum time-wage  is  itself  a  sort  of  tacit  and  unconscious 
protest  against  a  uniform  rate,  for  a  minimum  implies 
possible  variations  which  are  not  to  sink  below  but  may 
rise  above.  In  short,  time-work  should  be  avoided  when- 
ever possible,  unless  it  be  adjusted  to  individual  capacity 


CHAPTER  V 

PRINCIPLES,   METHODS   AND  RESULTS 
OF  BONUS  SYSTEMS 

REPORT  OF  COMMITTEE  ON  BONUS  SYSTEMS 
IN  ELECTRIC  LIGHT  INDUSTRY 

A  committee  appointed  by  the  National  Electric 
Light  Association  in  May,  1920  investigated  the  bonus 
systems  used  in  one  hundred  and  forty  large  central 
station  companies  and  supplemented  this  study  by  an  in- 
vestigation of  twenty  of  the  largest  industrial  concerns 
of  the  country.  The  following  digest  of  the  committee's 
report  offers  a  good  summary  of  the  principles  under- 
lying incentive  plans. — Editor. 

An  extract  from  the  discussion  of  the  Accounting 
Section  at  the  1919  Convention  of  the  National  Electric 
Light  Association  summarizes  the  circumstances  under 
which  the  Bonus  Systems  Committee  was  formed: 

In  our  profession  and  with  our  clerks,  it  is  inevitable  that  a 
man,  after  he  has  served  a  number  of  years  and  attained  a  cer- 
tain efficiency,  reaches  the  maximum  rate  of  pay.  When  a  man 
has  reached  that  point  he  has  gotten  about  as  far  along  as  he 
can  get.  I  think  that  is  true  of  the  great  bulk  of  our  people. 
He  has  reached  the  point  where  he  is  receiving  all  the  pay 
there  is  in  a  certain  occupation,  he  does  not  see  much  ahead 
of  him  and  he  is  apt  to  lay  back  on  his  oars  and  perform  just 
about  as  much  work  as  is  necessary  to  hold  his  job.  The  ques- 
tion arises  if  there  is  not  some  incentive  we  can  put  in  front  of 
that  man  to  keep  him  on  his  toes  more  or  less  all  the  time,  so 
that  when  he  does  a  good  piece  of  work,  he  will  be  benefited 
by  It  and  see  the  benefit  in  the  form  of  cash.  It  may  be  that 
the  bonus  system  is  the  solution  of  this  kind  of  trouble. 

Definitions  ^ 

Need  for  Exact  Definitions 
The   preliminary   researches   and   discussions   of   the 
committee  brought  out  the  fact  that  very  little  had  been 
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published  to  develop  and  define  the  theory  of  bonus  sys- 
tems, and  that  there  were  innumerable  other  methods 
of  wage  payment  that  resembled  bonus  systems  and  were 
often  loosely  referred  to  as  such.  Before  a  study  of 
bonus  systems  could  be  made  it  was  necessary  to  define 
exactly  the  term  "bonus  system"  and  to  eliminate  defi- 
nitely other  methods  of  wage  payment  from  the  con- 
sideration of  the  committee. 

The  various  methods  of  wage  payment  mav  be 
grouped  between  their  two  extremes,  which  are  the 
old-fashioned  straight  hourly-wage  and  its  direct  op- 
posite, piece-work.  Between  these  two  methods  lies  the 
so-called  "incentive-wage"  group,  of  which  the  bonus 
system  is  one. 

;  DeFIXITION    OF    BONUS    SYSTEM 

A  bonus  system  of  wage  payment  is  a  plan  for  stimu- 
lating workers  to  interested  effort,  and  for  sharing  with 
them  extra  results  of  their  industry.    It  presupposes  the 
employment  of   the  worker  at  the   regular  hourly-   or 
weekly-vvage.  that  is,  the    going    market    price    for    his 
grade   of  labor.      In    return   for  the   regular   wage   the 
worker    is  required  to    accomplish    a    standard    normal 
quantity  of  work  of  passable  quality.     For  the  accom- 
plishment of  w^ork  in  excess  of  standard   requirements 
the  employer  pays  to  the  worker  a  bonus  above  the  mar- 
ket price  for  his  labor.    The  extra  accomplishment  above 
normal  which  earns  the  bonus  may  be  attained  in  any 
one  or  more  of  a  number  of  directions ;   for  example, 
the  increase  of  the  quantity  of  work  produced,  the  im- 
provement of  its  quality,  the  lessening  of  labor  turn- 
over, the  elimination  of  errors,  the  reduction  of  operat- 
ing costs,  or  the  economical  use  of  materials,  such  as 
coal.     These  accomplishments  are  the  direct  or  primary 
objects  for  which  the  employer  oflfers  the  bonus  to  the 
worker. 
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Secondary  Objects 

There  are  also  a  great  many  less  direct  or  secondary 
objects  to  be  attained  by  the  establishment  of  bonus 
systems.  Among  these  may  be  mentioned  greater  satis- 
faction among  the  employees,  the  same  production  with 
less  effort,  i.e.,  more  efficient  work,  the  stabilization  of  an 
organization,  the  encouragement  of  initiative  for  the  pur- 
pose of  developing  executives,  the  elimination  of  unrest, 
the  elimination  of  the  evil  results  from  certain  tendencies 
of  labor  unions,  and  the  development  of  more  accurate 
methods  of  rewarding  employees  directly  for  the  results 
of  their  work,  for  the  broad  human  reason  that  men 
should  be  treated  as  human  beings  instead  of  as  ma- 
chines, as  well  as  many  others  which  it  is  difficult  to 
enumerate. 

Understanding  and  Sympathy  Needed 

To  accomplish  successfully  and  continuously  the  ob- 
jects in  mind  requires  from  the  employer  a  knowledge 
of  the  best  methods  of  performing  various  operations 
and  duties,  and  proper  instruction  and  training  so  that 
the  employee  may  reach  the  required  proficiency ;  a  con- 
tmuous  study  of  and  search  for  improved  methods ;  the 
maintenance  of  favorable  working  conditions  and,  in 
general,  a  sincere  sympathy  with  and  clear  appreciation 
of  the  employee's  needs  and  desires. 

There  is  required  from  the  employee,  within  the  limits 
of  his  ability,  individual  efficiency,  initiative,  creative  abil- 
ity and  a  satisfactory  character  of  work,  and  particularly 
an  understanding  of  the  employer's  interests  and  a  desire 
to  cooperate  in  the  accomplishment  of  the  work  in  hand. 

Without  this  sincere  sympathy  on  the  part  of  the  em- 
ployer and  a  spirit  of  cooperation  on  the  part  of  the  em- 
ployee, it  is  doubtful  if  any  system  of  payments  or  re- 
wards by  itself  can  .produce  permanently  satisfactory 
results. 
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Plans  Not  Considered 


Having  accepted  the  definition  of  the  term  "bonus 
system"  as  given  above,  the  committee  has  excluded  from 
its  consideration  a  great  number  of  plans  which  resemble 
bonus  systems  and  which  are  often  loosely  referred  to  as 
bonus  plans.  It  is  certain  that  there  is  a  great  deal  of 
merit  in  a  number  of  these  unconsidered  plans  and  the 
committee  wishes  to  suggest  that  a  detailed  study  of  them 
by  succeeding  committees  would  be  of  great  value  to  the 
association.  They  are  excluded  here  because  they  are  not 
true  bonus  plans  and  do  not  come  under  the  scope  of 
a  committee  appointed  to  study  bonus  systems. 

The  plans  which  the  committee  has  excluded  from 
its  consideration  are  profit-sharing,  piece-work,  commis- 
sions (usually  to  salesmen),  prizes,  safety  awards,  sale 
of  stock  to  employees  on  advantageous  terms,  commis- 
sions on  sales  of  the  company's  stock,  cost-of-living  bon- 
uses, group  life  insurance  and  employees'  savings  plans. 

Profit-sharing  in  particular  has  enjoyed  wide  popu- 
larity of  late  in  the  endeavor  to  give  workers  a  larger 
share  in  the  results  of  their  labor.  At  times  certain  fea- 
tures of  profit-sharing  plans  cause  them  to  resemble 
very  closely  bonus  plans  and  the  distinction  between 
them  is  difficult  to  make. 

Commissions  to  salesmen  and  others  bear  a  close  re- 
semblance to  bonus  plans,  but  the  committee  has  not 
studied  them  because  they  are  not  true  bonus  plans.  The 
scheme  of  boosting  sales  by  giving  commissions  to  the 
salesmen  is  very  much  older  than  the  modern  bonus  plan 
and  is  pretty  generally  understood  and  accepted  by  both 
employers  and  workers. 

Cost-of-living  bonuses,  so-called,  are  in  reality  not 
bonus  plans  but  expedients  to  adjust  wage  scales  to  fit 
cost-of-living  conditions  which  are  considered  to  be  of 
a  temporary  character.  They  are  called  bonuses,  but  the 
difference  between  them  and  a  true  bonus  plan  is  so  ob- 
vious as  to  require  no  explanation. 
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Having  defined  a  bonus  as  an  extra  wage  beyond 
the  going  market  price  for  labor  in  return  for  effort  or 
excellence  on  the  part  of  the  worker  in  excess  of  that 
considered  normal,  and  having  drawn  the  line  clearly  be- 
tween true  bonus  plans  and  the  multitude  of  plans  loosely 
referred  to  as  such,  the  committee  can  now  give  the  re- 
sults of  its  investigations  of  the  status  of  bonus  plans 
in  the  central  station  industry. 

Recent  Origin  of  Bonus  Plans 

It  is  noteworthy  that  a  great  many  of  the  bonus 
plans  are  of  comparatively  recent  origin,  a  large  part 
of  them  having  been  instituted  during  the  war  period. 
The  newness  of  the  plans  described,  together  with  the 
small  percentage  of  the  employees  affected  and  the  wide- 
ly dift'ering  opinions  as  to  their  value,  definitely  place  the 
bonus  system,  at  least  for  central  station  companies,  on 
a  trial  or  experimental  basis.  Its  final  success  or  failure 
has  not  yet  been  proven. 

Types  of  Bonus  Plans  in  Use 
Economy  Bonuses 
Economy  bonuses  are  designed  to  promote  economy 
in  the  use  of  material,  for  our  industry  this  material  be- 
ing almost  exclusively  coal.  This  type  of  bonus  is  partic- 
ularly adapted  to  generating  station  employees  and  has 
been  tried  out  in  nine  such  stations  and  discarded  in 
three  of  them.  Changes  in  generating  equipment  and  in 
the  quality  of  coal  used  compel  dislocating  adjustments 
which  are  often  so  serious  as  to  cause  the  discontinu- 
ance of  the  plan.  It  has  been  the  least  successful  of 
the  five  types. 

Continuity  Bonuses 

Continuity  bonuses  are  paid  to  employees  as  reward 
for  uninterrupted  terms  of  service  and  are  designed  to 
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reduce  labor  turnover.  This  type  of  bonus  was  especially 
popular  during  periods  of  labor  scarcity  due  to  the  war.  It 
may  be  paid  to  hourly  men  for  not  laying  off  at  awk- 
ward times  or  to  employees  who  attain  two,  three  or  four 
years  of  continuous  service.  It  is  usually  offered  indis- 
criminately to  all  employees,  but  may  be  used  to  relieve 
a  particularly  hard  pressed  department.  In  the  latter 
case  its  useful  life  is  apt  to  be  short.  This  type  of  bonus. 
was  reported  by  thirteen  companies  of  which  three  had 
discarded  it. 

Quality  Bonuses 
Quality  bonuses  are  paid  to  workers  who  do  work 
of  a  grade  consistently  higher  than  normal.  The  stand- 
ards set  are  various  and  the  object  to  be  attained  may 
be  accuracy,  neatness  in  personal  appearance,  punctuality 
to  schedule,  thoroughness  or  any  one  of  a  number  of 
others  which  will  suggest  them'selves.  Such  bonuses 
usually  take  the  form  of  the  payment  of  a  lump  sum, 
from  which  deductions  are  made'  for  various  failures  to 
attain  the  standards  set,  and  they  tend  to  slow  up  the 
workers  and  make  them  more  careful,  rather  than  to 
increase  their  production.  This  type  of  bonus  was  re- 
ported by  eight  companies  and  has  not  been  discarded 
by  any  of  them. 

Quantity  Bonuses 

Quantity  bonuses  are  used  to  stimulate  interest  and 
activity  on  dreary  routine  jobs  in  order  to  increase  pro- 
duction. They  involve  the  counting  and  rating  of  indi- 
vidual output  and  must  be  accompanied  bv  a  check  to 
prevent  unsatisfactory  work.  This  check  may  take  the 
form  of  inspection  before  acceptance  or  of  deductions 
and  penalties  for  a  poor  grade  of  work  or  frequent 
errors.  Repetitive  operations  covering  a  great  volume  of 
similar  work,  such  as  meter  reading  or  customers'  billing, 
lend  themselves  to  this  type  of  bonus  plan.  It  has  been 
reported  by  thirteen  companies  and  discarded  by  two 
one  because  of  trouble  with  a  labor  union  and  the  other 
because  of  faults  in  the  plan.    It  is  used  chieflv  in  meter 
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reading,  customers'  billing,  meter  cut-off  work,  bill  de- 
livery and  meter  testing  work. 

Cost  Bonuses 

Cost  bonuses  are  defined  as  that  type  of  bonus  plan 
which  involves  the  setting  of  a  standard  cost  for  the 
completion  of  an  operation  or  of  a  series  of  operations. 
If  the  time  required  by  the  workers  to  accomplish  the 
operation  multiplied  by  their  rate  of  pay  gives  a  product 
less  than  the  standard  cost,  there  is  a  saving,  which  may 
be  divided  between  the  workers  and  the  company.     In- 
stead of  setting  a  standard  cost,  the  time  in  which  the 
work  should  normally  be  completed  is  sometimes  stand- 
ardized,  so  that  changes   in   the  basic   wages   will   not 
compel  a  change  in  the  standard.    This  is  the  most  diffi- 
cult type  of  bonus  plan  to  set  up,  and  was  reported  by 
only  three  companies.     It  involves  time  studies  or  very 
careful  record  work  and  adjustments  have  to  be  made 
for  changed  working  conditions  or  variations  in  the  gen- 
eral market  price  for  labor.     Its  direct  object  is  the  re- 
duction of  operating  expense  through  the  more  efficient 
execution  of  the  assigned  tasks.     The  two   companies 
mentioned  above  have  used  cost  bonuses  to  a  large  ex- 
tent, applying  them  to  a  great  many  different  classes  of 
work. 

To  Groups  or  to  Individuals 

Any  of  the  above  five  types  of  bonus  wage  may  be 
applied  either  to  individuals  or  to  small  groups  of  work- 
ers and  this  fact  does  not  constitute  a  change  in  the  type 
of  bonus.  If  bonus  is  paid  to  individuals,  it  develops 
competition  and  rewards  personal  effort ;  if  paid  to  small 
groups  of  workers,  it  promotes  cooperation  and  tends 
to  make  slow  or  inefficient  individual  workers  very  un- 
popular with  the  rest  of  their  group.  Bonuses  earned  by 
a  group  of  workers  may  be  prorated  to  the  constituent 
individuals  on  a  point  system,  or  in  proportion  to  their 
base  wages. 
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Complex  or  Rudimentary  Forms 

Two  or  even  more  of  the  five  different  types  of  bonus 
plans  may  appear  on  the  same  bonus  schedule.  Thus  a 
quantity  bonus  tempered  by  deductions  or  penalties  for 
poor  quality  might  be  said  to  be  a  quantity-quality  com- 
bination. At  times  a  continuity  feature  is  injected  by  a 
condition  that  only  employees  of  three  months'  stand- 
ing may  earn  bonus,  or  that  employees  leaving  in  the 
middle  of  a  month  forfeit  their  share  of  the  bonus  for 
the  month. 

Rudimentary  or  undeveloped  forms  of  bonus  wages 
are  very  common.  Practically  all  companies  pay  the  best 
wages  to  those  employees  who  secure  best  results  in 
quantity  or  quality.  Other  companies  make  it  a  practice 
to  raise  tlie  wages  of  an  employee  after  a  probationary 
period  during  which  he  has  ''made  good."  This  is  a  very 
low  type  of  continuity  bonus.  Such  systems  of  wage 
payment  are  not  recognized  as  bonus  plans,  unless  the 
conditions  of  the  increases  in  pay  are  published  to  the 
employees. 

Establishment  of  a  Bonus  System 
Study  Objects  to  Be  Attained 

The  first  thing  requiring  attention  in  the  prelim- 
inary work  preceding  the  establishment  of  a  bonus  plan 
is  the  study  and  analysis  of  the  objects  to  be  attained.  If 
turnover  is  so  excessive  as  to  render  the  organization 
unstable  and  inexperienced,  an  incentive-wage  to  make 
the  men  stick  to  their  jobs,  i.e.,  a  continuity  bonus, 
may  help  the  situation.  If  workers  have  lost  hope  and 
are  plugging  drearily  along  at  a  routine  task,  a  reward 
for  greater  production  will  stimulate  interest  and  en- 
able them  to  increase  their  earnings.  If  errors  are  fre- 
quent and  costly  and  the  company's  reputation  for  ac- 
curacy is  suffering,  the  quality  bonus  may  improve  the 
grade  of  work.  A  number  of  direct  objects  may  be 
combined,  with  stress  on  the  more  important  ones,  in  a 
single  bonus  schedule. 
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^  Not  less  important  than  the  immediate  end  to  be  at- 
tained, is  the  study  of  the  after-effects  of  the  introduc- 
tion of  bonus  plan.  These  are  sometimes  very  difficult 
to  anticipate.  Labor  unions  may  develop  unexpected 
antipathy  to  the  plan,  the  desire  to'  earn  bonus  may  breed 
dishonesty  and  deceit  in  the  workers,  employees  may 
grow  to  regard  the  bonus  as  a  part  of  their  just  wages 
and  demand  it  whetlier  they  earn  it  or  not. 

Study  Working  Conditions 

^  To  determine  what  constitutes  a  normal  condition  of 
affairs  before  adopting  a  bonus  plan  it  is  necessary  to 
examine  records,  make  time  studies  and  study  working 
conditions.  A  number  of  reporting  companies'  have  em- 
phasized the  fact  that  this  preliminary  study  has  led  to 
changes  in  office  procedure,  desk  arrangement,  printing 
of  forms,  etc.,  that  have  been  of  very  great  value.  Rec- 
ords of  conditions  before  the  inauguration  of  the  bonus 
plan  should  be  obtained  for  comparison  with  records 
made  after  the  plan  has  gone  into  effect.  If  this  is  not 
d(Mie  it  is  difficult  to  tell  whether  the  bonus  scheme  costs 
more  than  it  is  worth  or  not. 

Establishment  of  System 

The  actual  establishment  of  the  bonus  system  involves 
the  setting  up  of  the  necessary  office  apparatus  to  keep 
a  separate  record  of  the  performance  of  each  worker 
or  of  each  group  of  workers  in  case  the  bonus  is  paid 
to  groups.  If  the  bonus  schedule  is  complicated,  the 
work  of  keeping  these  records  may  be  very  great,'  and 
the  subsequent  work  of  computing  the  size  of  the  bonus 
checks  will  be  a  considerable  item  of  expense.  The 
bonus  system  should  be  as  simple  as  is  consistent  with 
the  direct  objects  to  be  attained.  Each  worker  should 
be  encouraged  to  figure  his  own  bonus  in  order  to  in- 
crease his  interest  and  to  establish  his  confidence  in  the 
regular  computing  clerks.     The  setting  of  standards  of 
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performance  where  these  are  based  on  statistics,  and  the 
routine  computation  of  bonuses,  should  be  handled  by  a 
detached  department  to  prevent  any  chance  of  prejudice 
or  unfairness.  The  work  of  this  separate  department 
may  be  extended  to  provide  the  executive  with  cost  re- 
ports and  to  study  and  give  advice  to  other  departments 
in  which  the  possible  introduction  of  the  plan  is  being 
considered.  After  the  plan  has  been  in  use  for  a  time, 
there  are  bound  to  appear  certain  discrepancies  and 
crudities  that  can  very  well  be  adjusted  by  this  depart- 
ment. If  the  number  of  workers  under  the  bonus  plan 
is  small,  this  department  dwindles  down  to  one  man,  and 
the  work  may,  indeed,  take  only  a  part  of  his  time.  In 
this  case  he  should  be  sufficiently  detached  to  maintain 
an  unbiased  and  impersonal  viewpoint. 

Favorable  Conditions 
Bonus  systems,  especially  those  of  the  quantitv  and 
cost  types  are  most  easily  established  in  those  depart- 
ments where  there  is  a  great  volume  of  repetitive  opera- 
tions, such  as  occur  in  meter  reading  and  in  customers' 
billing.     Such    work  lends    itself  most    readilv    to    the 
setting  of  standards  and  the  keeping  of  the  necessary 
records  of  the  individual  workers.    The  work  is  also  apt 
to  be  naturally  dreary  and  monotonous  and  it  seems  to 
require  an  incentive-wage  to  secure  its  economical  accom- 
plishment.   In  work  of  a  varied  character,  it  is  necessary 
to  rate  the  different  parts  of  the  work  on  an  arbitrary 
system  of  points  which  may  be  added  up  to  determine 
worker's  total  score,  and  this  introduces  an  additional 
complication.     Bonus  plans  should  be  kept  as  simple  as 
possible. 

Notes  ox  the  Theory  of  Bonus  Systems 
Avoid  Increasing  Requirements 

The   experience    of    reporting    companies    has     em- 
phasized certain   general   considerations  that  should  be 
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kept  in  mind  to  avoid  undesirable  secondary  effects.  Em- 
ployees must  be  convinced  that  after  a  bonus  schedule 
has  once  been  definitely  established  embodying  the  stand- 
ard requirements  to  earn  the  base-wage,  these  require- 
ments will  not  be  raised  in  order  to  get  more  out  of  the 
workers  for  the  same  money.  This  is  absolutely  neces- 
sary to  avoid  the  stigma  which  has  become  associated 
with  piece-work  and  which  has  brought  the  latter  form 
of  wage  payment  into  such  disrepute  with  organized  la- 
bor. Necessary  adjustments  to  care  for  changed  work- 
ing conditions  should  be  made  with  the  greatest  care  and 
should  rather  favor  the  employees  than  otherwise. 

Relation  of  Bonus  to  Base  Wage 

The  bonus  should  be  of  a  respectable  size  as  com- 
])ared  to  the  base  wage ;  large  enough  to  furnish  an 
adequate  reward  for  the  increased  effort.  A  reasonable 
proportion  seems  to  exist  when  the  bonus  that  may  be 
readily  earned  by  a  worker  of  average  capacity  is  about 
10  per  cent  of  the  base  wage.  It  may  be  larger  than  this 
with  advantage,  but  if  it  is  much  smaller,  it  begins  to 
assume  the  aspects  of  pin-money. 

Division  of  Savings 

The  amount  of  the  direct  saving  under  a  bonus  plan 
is  the  difference  between  the  standard  requirements  and 
the  actual  accomplishment  of  the  workers.  In  quantity, 
economy  and  cost  bonus  plans  the  direct  saving  is  usually 
easy  to  compute  in  dollars ;  in  continuity  and  quality 
plans,  it  is  not  ordinarily  possible  to  make  this  computa- 
tion and  the  saving  must  be  estimated.  Current  practice 
differs  as  to  the  sharing  of  the  amount  of  monev  saved 
between  the  employer  and  the  worker.  In  the  case  of 
the  two  large  companies  mentioned  before,  40  per  cent 
of  the  direct  saving  goes  to  the  employee,  40  per  cent  to 
the  company,  and  the  remaining  20  per  cent  is  used  to 
defray  the  expenses  of  operating  the  bonus  plan.  An- 
other large  company  making  extensive  use  of  the  cost 
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bonus  plan  awards  the  entire  direct  saving  to  the  em- 
ployee and  is  content  with  the  saving  on  overhead  as 
its  share. 

Maintain  Identity  of  Bonus 

The  bonus  is  an  extra  reward  for  unusual  effort  and 
it  is  well  to  maintain  its  identity  as  such,  lest  the  em- 
ployees grow  to  regard  it  as  a  part  of  their  regular 
wage  and  demand  it  whether  they  earn  it  or  not.  Identity 
may  be  maintained  by  allowing  the  amount  of  the  bonus 
to  tiuctuate  quite  widely  and  by  making  the  bonus  pay- 
ment on  a  check  separate  from  the  one  used  to  pay  the 
base  wage  and  possibly  issued  at  a  different  time. ' 

Equal  Opportunity 
It  is  essential  that  all  workers  coming  under  the 
same  bonus  schedule  have  equal  opportunities  of  earning 
bonus.  The  one  company  which  discarded  a  quantity 
bonus  plan  for  meter  readers  reports  that  a  post-mortem 
of  the  methods  of  assigning  work  revealed  the  fact  that 
the  maximum  possible  bonus  which  individual  readers 
might  attain  on  their  assignments  actually  varied  from 
26  cents  to  $3.50  per  day.  In  this  case  the  workers  ceased 
to  rely  on  their  own  efforts  and  began  praying  the 
god  of  chance  for  a  fat  assignment,  therebv  defeating 
the  direct  object  of  the  scheme. 

Training  and  Encouragement 
The  study  of  the  reasons  why  certain  workers  per- 
sistently fail  to  earn  bonus  will  sometimes  reveal  serious 
faults  in  the  schedule.  One  company  which  has 
adopted  the  bonus  plan  very  extensivelv  for  a  large 
office  force  pays  particular  attention  to  'those  worke'rs 
who  seem  unable  to  earn  the  bonus,  giving  them  special 
advice  and  encouragement  and  offering  special  prizes  for 
even  slight  improvement.  If  the  worker  is  still  unsuc- 
cessful he  is  transferred  to  another  branch  of  the  work 
to  which  he  seems  better  adopted. 
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Disadvantages  of  Bonus  Systems 
The  disadvantages  of  bonus  systems  arise  mostly 
from  the  practical  difficulties  of  making  them  work.  It 
is  very  difficult  to  establish  fair  standards  of  performance, 
especially  for  work  which  does  not  lend  itself  to  such 
treatment,  such  as  goes  on  in  an  ordinary  accounting 
department.  Theorists  are  apt  to  evolve  intricate  com- 
binations appalling  in  their  mass  of  detail.  Loosely 
drawn  or  carelessly  administered  bonus  schedules  will  give 
rise  to  unfairness  and  dissatisfaction.  Employees  are 
tempted  to  devise  plans  for  beating  the  game  and  thus 
taking  unfair  advantage  of  a  plan  which  was  intended  to 
increase  their  opportunities  for  earning.  The  interest 
which  was  very  strong  at  first  tends  to  peter  out  as  the 
bonus  plan  becomes  an  old  story.  Employees  come  to 
regard  the  bonus  as  a  part  of  their  salary  and  to  grumble 
if  they  fail  to  earn  it.  Employers  are  apt  to  seize  on 
bonus  plans  as  a  pretext  for  reducing  costs  and  crowd- 
ing their  men.  Labor  unions  are  apt  to  regard  bonus 
plans  as  expedients  to  do  them  out  of  their  just  deserts 
and  to  demand  forthwith  an  old-fashioned,  honest, 
hourly-wage  that  they  can  understand. 

Advantages  of  Bonus  Systems 

There  is  one  advantage  of  a  bonus  system  that  seems 
to  exist  whether  the  system  works  or  not.  The  study 
of  conditions  which  is  a  necessary  preliminary  often  re- 
sults in  changes  which  greatly  increase  the  efficiency  of 
the  department  in  question. 

If  the  system  works  out  successfully,  there  are  evi- 
dent all  of  the  advantages  of  the  incentive-wage.  The 
workers  take  a  personal  interest  in  their  work  and  are 
continually  devising  short-cuts  and  new  methods.  Idlers 
are  eliminated  and  the  atmosphere  of  the  department  be- 
comes one  of  interested  effort.     Employees  are  enabled 
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to  increase  their  earnings  and  this  makes   them  more 
contented. 

A  bonus  system  of  wage  payment  has  a  great  many 
theoretical  advantages,  but  there  are  very  serious  prac- 
tical difficulties  in  the  work  of  applying  the  theory  to 
actual  conditions. 


BONUS  SYSTEMS,  THEIR  ADVANTAGES    \ND 

DISADVANTAGES  ^ 

A  bonus  system  for  employees  is  a  system  whereby 
employees  may  receive  additional  earnings  besides  their 
regular  salaries.  This  extra  earning  is  given  for  addi- 
tional service  above  a  given  stated  service.  A  bonus 
system  is  based  on  the  fundamental  law  that  every  man 
shall  receive  a  reward  according  to  his  labors.  The  ideal 
bonus  system  is  that  system  which  serves  the  employees 
best  and  at  the  same  time  advances  the  best  interests  of 
the  company. 

The  purpose  of  a  bonus  system  is  to  create  an  interest 
in  the  individual  employee  for  producing  better  results 
for  the  company  he  is  serving.  It  should  create  a  good 
will  between  the  employees  and  the  employer.  It  should 
also  promote  cooperation  and  loyalty  between  the  em- 
ployees and  between  the  employees  and  the  employer.  It 
should  stimulate  the  salesman  to  sell  more  goods,  the 
office  crew  to  be  more  accurate,  and  the  operator  to  be- 
come more  efficient. 

It  is  a  conceded  fact  in  the  commercial  world  that 
a  reward  for  interest  and  efficient  work  will  always  pro- 
duce a  paying  return.  A  good-will  between  an  employee 
and  the  employer  is  one  of  the  best  assets  a  company 
can  have ;  and  this  good-will  of  the  employee  can  always 
be  secured  by  a  good-will  toward  him  and  a  reasonable 
salary  or  bonus  for  interest  and  service  given. 
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In  all  companies,  there  are  always  some  men  who 
are  more  efficient  than  others  doing  the  same  class  of 
work.  To  keep  these  men  on  the  same  salary  without 
giving  them  an  opportunity  for  earning  extra  pay  will 
cause  them  gradually  to  set  their  pace  to  conform  with 
the  average  man.  The  correct  bonus  system  will  develop 
this  individual  interest  and  pay  in  the  end  much  more 
than  its  cost. 

A  bonus  system  created  on  wrong  principles  may  do 
harm  as  well  as  good.  Its  results  must  not  be  rivalry 
between  the  men  to  the  extent  that  they  do  not  pull 
together.  Rivalry  among  the  employees  will  sometimes 
lead  to  trickery  and  plotting  that  will  tend  to  cause  the 
other  fellow  to  lose  out.  A  bonus  system  must  not  have 
the  tendency  to  cause  the  employees  to  keep  secret  from 
other  employees  any  efficient  method  of  doing  their  work. 
This  will  naturally  keep  down  the  possible  average  effi- 
ciency. 

To  get  the  best  results  from  a  bonus  system,  it  must 
be  based  upon  correct  principles.  The  best  basis  for 
a  bonus  system  is  to  pay  a  minimum  salary  or  wage,  the 
amount  of  which  is  based  upon  what  the  average  man 
can  do,  or  be  hired  for.  Then  all  over  this  that  a  man 
can  earn  becomes  a  bonus.  The  ideal  salary  or  wage  is 
the  salary  or  wage  that  will  exactly  cover  the  service 
given  by  each  individual. 

There  are  two  ways  of  paying  an  employee.  One 
way  is  to  pay  him  for  so  much  time  given  in  service ;  the 
other  way  is  to  pay  him  for  doing  so  much  work.  The 
employee  who  is  being  paid  for  time  in  service  could  re- 
ceive a  bonus  only  on  extra  time  put  in,  or  on  better  than 
average  efficiency.  The  employee  who  is  paid  for  doing 
so  much  work  can  receive  a  bonus  on  more  than  average 
work  done,  or  results  achieved. 

There  are  several  forms  of  bonus  systems ;  each  con- 
dition will  call  for  a  different  system. 

One  of  the  simplest  bonus  systems  is  the  giving  to 
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each  employee  at  the  end  of  a  period  of  six  months  or 
a  year,  a  certain  part  or  a  whole  month's  pay.  With 
this  system,  sometimes  the  number  of  years  of  service 
given  by  the  employee  is  taken  into  consideration. 

This  is  practically  the  same  as  a  straight  wage  sys- 
tem, except  that  the  value  of  one  month's  pav  is  held 
back  from  the  employee  until  this  period  of  time  has 
passed.  It  is  generally  given  in  order  to  hold  the  em- 
ployees in  service  so  that  the  labor  turnover  expense  will 
be  less.  As  a  whole,  it  serves  the  company  verv  little; 
except  at  the  time  the  bonus  is  given,  the  men  show 
little  extra  interest  in  their  work.  This  system  does 
not  bring  out  the  individual  interest  and  fails'to  give  the 
company  the  returns  it  should  receive  for  this  outlay 
of  money.  It  is  reasonable  to  believe  that  if  this  bonus 
were  distributed  throughout  the  year  to  the  employee  the 
extra  pay  would  employ  a  better  class  of  workmen  and 
as  a  whole  the  net  gain  would  be  a  great  deal  more. 

Another  simple  bonus  system  is  offering  a  reward 
to  an  individual  or  group  of  men  for  doing  more  work 
or  doing  it  more  efficiently  than  another  Individual  or 
group  of  men. 

This  system  will  usually  produce  rivalry  between 
these  men,  and  will  under  certain  conditions  produce 
good  resuhs;  it  will  also  cause  the  men  to  plot  against 
each  other  to  cause  each  other's  downfall.  It  will  also 
sometimes  result  in  enmity  between  the  men  and  the 
foundation  for  cooperation  is  lost.  Also,  after  the  best 
side  has  been  shown,  and  they  always  capture  the  prize, 
then  the  weaker  side  loses  interest  and  the  reward  ceases 
to  bring  results.  As  an  example,  in  a  certain  power 
plant  a  reward  was  offered  to  the  engineerine  shift  that 
showed  the  least  average  B.t.u  of  heat  per  kilowatt- 
hour  during  a  month's  run  with  all  operating  conditions 
the  same.  It  developed  that  when  one  side  realized  that 
they  were  falling  behind  the  other  side,  thev  created  a 
bypath  for  the  fuel  oil  around  the  oil  meter.    As  a  result. 


the  losing  side  became  more  careless  because  they  did 
not  have  to  try  to  make  a  good  showing.  Enmity  was 
bred  between  the  two  shifts  and  cooperation  was  lost. 

One  of  the  best  systems  and  the  system  most  used 
is  the  profit-sharing  system,  which  gives  every  employee 
a  certain  per  cent  of  the  profits  of  the  company,  based 
on  his  salary. 

Generally  these  earnings  are  distributed  once  a  year ; 
and  to  some  extent,  as  a  result,  the  interest  among 
the  employees  will  not  be  the  same  throughout  the  year. 
Yet  this  bonus,  when  all  parts  of  the  company  are  taking 
an  interest,  will  have  the  tendency  to  keep  the  men  in- 
terested, and  promote  loyalty  and  good-will  between  the 
employees  and  the  company.  It  also  happens  sometimes, 
when  one  department  of  the  company  is  losing  money, 
that  another  department  of  the  company  will  lose  inter- 
est, even  though  this  part  of  the  company  is  in  a  posi- 
tion to  make  excess  profits.  Hence,  as  a  whole,  the  net 
profits  of  the  company  will  be  less.  Also,  in  profit-shar- 
ing there  is  generally  no  loss-sharing,  and  the  company 
loses  during  a  bad  year.  If  the  employee  is  made  to 
stand  part  of  the  loss,  then  the  average  employee  will 
fail  to  see  the  justice  of  it  and  become  offended. 

Similar  to  the  profit-sharing  system  is  a  system  where 
each  department  of  the  company  receives  a  bonus  on 
extra  service  above  a  given  minimum  service.  This  sys- 
tem if  carried  out  on  the  right  basis  is  also  a  good  one. 
If  the  bonus  is  paid  at  short  intervals,  it  will  stimulate 
the  average  employee  to  do  better  work  and  more  of  it. 

The  best  results  are  obtained  when  the  average  sal- 
ary is  not  too  high,  and  where  the  minimum  service  is 
not  made  too  high.  If  the  average  salary  is  high  and 
the  minimum  mark  is  set  high,  then  the  average  em- 
ployee knows  he  has  little  chance  to  reach  the  point  where 
he  will  receive  extra  gain,  hence  he  loses  interest  and 
does  not  exert  himself  more  than  is  necessary  to  keep 
his  place  in  line. 
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There  is  a  tendency  among  some  employees  to  slight 
their  work  in  order  to  gain  a  definite  point.     As  an  ex- 
ample, a  bonus  was  offered  to  each  meter  reader  for 
additional  meter  readings  above  a  given  minimum.     As 
a  result  the  meter  readers  contested  for  the  thickest  set- 
tled district  and  in  some  cases  caused  friction  between 
them.     It  also  caused  the  reader  to  skip  some  meters 
that  were  hard  to  reach,  and  necessarily  called  for  extra 
time  in  reading  them  later.     It  also  caused  them  to  read 
others  inaccurately,  due  to  their  haste,  and  this  in  return 
caused  the  office  more  work  in  rereading  these  meter<^ 
and  settling  disputes,  and  as  a  final  result  it  cost  the 
company  more   to  straighten  out   errors  than   it   saved 
m  decreasing  meter  readers. 

A  very  simple  but  result-getting  bonus  system  is  to 
pay  a  certain  bonus  to  each  individual  for' each  good 
suggestion  that  is  turned  into  the  company  and  used 
This  method  puts  every  employee  to  thinking  and  study- 
ing the  conditions  under  which  he  is  working.  This 
system  does  not  call  for  cooperation  among  the  employees 
or  between  the  employees  and  the  employer,  yet  it  pro- 
motes interest  and  good-will  among  all. 

When  an  employee  makes  a  suggestion  and  that  sug- 
gestion proves  to  be  a  good  one  and  is  put  into  operation 
the  employee  will  feel  more  forcibly  that  he  has  a  part  in 
the  operation  of  the  company.  This  will  create  more 
interest  and  loyalty  in  the  employee,  and  will  make  him 
more  efficient. 

Any  bonus  system  that  will  cause  the  average  em- 
ployee to  exert  his  best  efforts  for  the  company's  good 
and  that  will  develop  the  individual  and  promote  lovaltv 
.and  cooperation,  without  too  much  cost  to  the  company 
-ivill  pay  good  dividends. 


CHAPTER  VI 

BONUSES  FOR  INCREASED 
PRODUCTION 

Bonus  plans  for  increased  production  are  offered  in 
various  forms  ranging  from  the  type  which  means  a 
gift  at  the  end  of  the  year,  if  business  has  been  good, 
to  the  type  which  lays  down  certain  standards  of  pro- 
duction and  compensates  the  worker  for  additional  out- 
put. 

All  financial  incentives  are  more  or  less  closely  bound 
up  with  the  matter  of  production,  and  are  intended  to 
serve  as  a  stimulus  to  the  worker. 

This  brief  summary  will  take  up  some  of  the  simpler 
plans  that  distinctly  provide  extra  payment  for  extra 
production. 

A  very  simple  production  incentive  is  seen  in  the 
practice  of  concerns  like  the  Standard  Kid  Manufactur- 
ing Company  of  Wilmington,  Delaware,  which  gives  em- 
ployees a  Christmas  gift  "according  to  the  success  of  the 
business  during  the  year." 

The  incentive  in  such  a  scheme  is  directed  toward 
the  entire  personnel  of  the  concern.  The  usual  pro- 
cedure, however,  is  to  apply  incentives  to  individuals. 
In  some  cases  an  entire  department  is  used  as  the  unit 
of  measurement  of  results  and  the  bonus  is  distributed 
among  the  members  of  the  department  either  prorata 
or  according  to  the  position  held  by  the  individual.  Some 
eniployers  claim  this  plan  to  be  more  effective  than  the 
individual  bonus  plan  as  it  not  only  urges  the  employee 
to  produce  more,  but  interests  him  in  seeing  that  his 
fellow  employees  keep  on  the  job:  he  then  thinks  in 
terms  of  the  whole  plant's  success. 
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Group  Bonuses 


How  a  group  production  bonus  operates  is  shown  by 
the  following  statement  of  the  head  of  the  Stanley  In- 
sulating Company  who  says: 

We  have  studied  our  production  costs  over  a  long  period 
and  have  found  what  approximates  the  minimum  time  in  which 
one  unit  of  our  production  can  be  manufactured.  (The  fol- 
lowing figures  are  only  for  the  purpose  of  illustration.)  In  our 
eighty  thousand  hours  of  productive  labor  per  month  we  will 
produce  twenty  thousand  bottles.  This  means  four  hours  of 
labor  per  bottle  produced.  We  have  announced  to  the  plant 
that  this  figure  can  be  lowered,  but  that  it  will  require  steady 
and  consistent  work  on  the  part  of  every  man  engaged  in  a 
productive  capacity. 

If,  over  the  period  of  a  month,  the  number  of  hours  per 
bottle  is  reduced  lo  per  cent  each  man  in  the  plant  will  receive 
a  bonus  of  5  per  cent  on  his  pay  for  that  month.  The  same 
for  any  other  reduction,  for  example :  for  a  2  per  cent  saving 
there  will  be  a  i  per  cent  bonus ;  for  a  4  per  cent  savnig  there 
will  be  a  2  per  cent  bonus  and  so  on.  In  other  words,  we  split 
the  labor  saving  on  a  fifty-fifty  basis  with  the  men. 

In  one  department  in  which  six  men  were  working  these 
men  got  together  with  the  foreman  and  decided  that  five  men 
could  do  the  work  and  voluntarily  asked  the  management  to 
cut  down  the  force  by  one  man.  He,  of  course,  was  trans- 
ferred to  another  department.  Another  case,  a  group  of  four 
men  thought  that  one  department  was  not  carrying  its  fair  share 
of  the  burden  and  that  this  particular  department  had  one  man 
more  than  it  should  have  had.  They  went  to  the  foreman  and 
asked  him  to  cut  out  a  man.  He  refused  to  cooperate,  and  the 
men  in  the  plant  made  it  so  unpleasant  for  him  that  he  resigned 
and  a  new  man  was  appointed.  He  immediately  made  the  sav- 
ing demanded  by  the  men  themselves. 

On  a  recent  trip  to  the  factory  I  noticed  that  a  trucker  who 
ordinarily  carries  two  trays  of  bottles  on  his  truck  is  now  carrv- 
ing  three.  Apparently  the  plan  is  absolutely  satisfactory  to  the 
men  themselves. 


A  GROUP  BONUS  PLAN  ^ 

A  factory  producing-  motor  cars,  and  manufacturing 
most  of  its  parts,  may  have  in  the  neighborhood  of  three 

i?^  ^'  ^'  Wennerlund.  General  Motors  Corporation,  Detroit.  loo^'r. 
p.  88-96.  May.  1921.  This  article  describes  the  plan  used  in  the  six 
plants   of  the  company. 
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thousand  distinct  parts  in  process  in  various  depart- 
ments. Each  of  these  parts  requires  from  one  to  twenty- 
five  operations  in  its  manufacture  and  assembly. 

Thus,  an  automobile  factory  may  have  from  fifteen 
thousand  to  twenty  thousand  distinct  operations  which 
have  to  be  recorded  and  paid  for  under  the  individual 
incentive  plan.  We  have  had  as  high  as  fifty  thousand 
job  tickets  as  a  daily  average  in  one  factory  organiza- 
tion. 

The  issuance  of  these  job  tickets,  with  the  consequent 
individual  quantity  check  on  production,  entails  an  im- 
mense amount  of  clerical  detail.  In  addition  there  is 
the  necessity  for  extending  the  amount  on  each  ticket 
and  making  credit  entries  to  individuals. 

Many  plants,  of  course  do  not  have  this  large  volume 
of  parts  and  operations  in  the  aggregate ;  but  taking  de- 
partment by  department  the  relative  amount  of  clerical 
detail  involved  is  apt  to  be  burdensome  and  expensive. 

For  the  purpose  of  eliminating  so  far  as  practicable 
all  unnecessary  clerical  detail,  the  General  Motors  Cor- 
poration has  introduced  gradually  into  a  number  of  its 
plants  the  group  bonus  plan  of  wage  incentive.  This 
method  has  been  developed  and  extended  during  the 
past  three  years,  until  at  the  present  time  it  has  be- 
come standard  practice  in  sixteen  of  its  factories. 

The  saving  in  overhead  and  the  result  in  increased 
output  have  been  found  so  satisfactory  that  managers 
in  charge  of  these  plants  have  become  much  in  favor 
of  the  continued  extension  of  this  system  of  w^age  in- 
centive. 

The  objects  to  be  attained  by  organizing  the  factory, 
so  far  as  practicable,  on  the  group  bonus  plan  are  as  fol- 
lows: 

L     Simplify  the  factory  clerical  system. 

2.  Eliminate  lost  time  to  workers,  incident  to  ob- 
taining job  tickets  and  checking  elapsed  time  on  op- 
erations. 
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Obtain    an   accurate    check    on   quantities    com- 
pleted, as  the  basis  for  payment  for  each  group  opera- 

4^     Simplity  the  time  and  cost  system. 

L'nder  this  plan  the  workers  are  organized  into  small 
groups.  All  operations  on  a  part,  performed  by  a  group 
are  combmed  into  one  group  operation.  A  series  of 
groups  workmg  on  a  line  of  product  becomes  a  "divi- 
sion. A  standard  time  is  set  for  each  group  operation 
but  the  quantity  check  is  taken  from  the  end  of  the 
division ;  or  it  may  be  taken  from  the  end  of  the  finished 
assembly  line. 

A  group  is  credited  with  the  standard  hours  value 
of  the  product ;  viz :  the  group  standard  time  multiplied 
by  the  quantity  completed  by  the  division.  It  is  debited 
vyith  the  elapsed  actual  hours  of  the  workers  assigned  to 
the  group.  The  ratio  of  the  group  standard  hours  to  the 
actual  hours,  cumulatively  for  a  pav  period,  constitutes 
the  group  efficiency. 

A  bonus  is  offered  each  worker  as  a  percentage  on 
his  pay  period  wages  earned  while  assigned  to  the 
group.  The  percentage  of  bonus  earned  is  dependent  on 
the  group  average  efficiency,  and  is  obtained  from  a  bonus 
table. 

The  greater  the  quantity  of  product  from  a  division 
the  greater  becomes  the  standard  hours  group  credit- 
and  the  fewer  the  elapsed  hours  worked  in  the  crroup 
to  obtain  this  product,  the  higher  becomes  the  ™up 
efficiency.  "^ 

Simple  Accounting  Records 

Xo  checking  of  elapsed  time  on  operations  is  neces- 
sary, regardless  of  how  many  different  parts  go  through 
a  division.  Only  two  main  statements  of  information 
are  required  for  group  accounting  and  costs. 

(a)  Credits.  The  quantity  of  each  part  completed 
by  the  division,  multiplied  by  the  group  standard  time. 
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(bj  Debits.  The  clock  number  and  dailv  elapsed 
hours  of  each  worker  in  the  group. 

An  individual  may  be  assigned  consecutively  to  sev- 
eral groups  during  a  pay  period,  and  he  mav  earn  a 
bonus  in  each.  His  bonus  will  be  based  on  the  aver- 
age efficiency  of  each  group  and  the  number  of  hours 
worked  in  each. 

The  advantages  shown  after  a  considerable  period 
ot  experience,  wherever  the  plan  has  been  properly  in- 
stalled are  found  to  be: 

1.  Xo  job  tickets  are  necessary  on  group  opera- 
tions. 

2.  Counting  or  checking  material  in  lots  between 
operations  is  eliminated. 

3.  Employees  need  not  leave  their  work,  or  collect 
coupons,  to  obtain  credit  for  quantities  completed. 

4.  A  spirit  of  team-work  is  developed  in  each  group 
thus  materially  reducing  the  labor  turnover. 

5.  Inefficient  workers  are  eliminated. 

6.  A\^orkers  may  do  any  operation  within  a  group 
without  transfers  or  job  tickets. 

7.  A  greater  volume  of  production  per  man  hour  is 
obtained  than  under  the  individual  system. 

8.  With  the  bonus  plan  there  is  no  cause  for  con- 
troversy as  to  the  division  of  earnings  among  the  mem- 
bers of  the  group. 

9.  Accurate  costs  are  obtained  with  a  minimum  of 
clerical  effort. 

^  The  group  bonus  plan  lends  itself  primarilv  to  repeti- 
tive work,  either  on  the  same  part  or  on  parts  having 
similar  operations;  viz:  where  lines  of  machinerv  are 
arranged  to  manufacture  definite  products  repeatedly 
Most  modern  factories  have  a  large  percentage  of  their 
work  organized  on  a  repetitive  basis.  It  can  also  be  in- 
troduced successfully  to  include  small  groups  havino- 
miscellaneous  operations  on  a  large  varietv  of  produc? 
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provided  such  parts  can  be  regularly  routed  to  definite 
groups. 

Community  of  Interest  Essential 

It  is  not  considered  that  the  group  plan,  as  here  out- 
hned,  is  adaptable  to  miscellaneous  jobbing  or  contract 
work,  or  to  tool  work ;  nor,  is  it  calculated  that  it  should 
be  introduced  generally  to  combine  operations  where 
each  job  is  self  contained,  such  as  molding  or  forge 
•  work.  There  must  be  a  community  of  interest  in  the 
output  between  members  of  the  same  group. 

Although  the  group  plan  is  essentially  designed  for 
progressive  manufacturing,  it  is  being  applied  with 
marked  success  to  other  classes  of  work  where  the  group 
interest  in  production  can  be  maintained ;  as  for  example, 
rough  grinding  of  miscellaneous  material,  heat-treat  de- 
partments, stock  room  attendants,  loading  or  unloading 
material. 

Organization  of  Groups 

The  methods  recommended  for  organizing  the  shop 
on  the  group  bonus  plan  embrace  the  following  steps 
which  are  explained  in  some  detail  under  their  respec- 
tive headings: 

1.  Divide  the  department  into  divisions,  each  di- 
vision having  one  or  more  definite  lines  of  product. 

2.  Organize  divisions,  into  groups.  Each  group, 
whenever  practicable,  should  consist,  of  five  or  six  em- 
ployees, or  less.  Where  it  is  found  impracticable  to 
handle  small  groups  on  account  of  transfer  of  workers, 
two  or  more  groups  may  be  combined. 

3.  Appoint  a  group  leader  for  each  group. 

4.  Make  a  shop  routing  for  each  part,  or  assembly, 
going  through  a  division.  All  minor  operations  per- 
formed by  a  group  on  a  given  part  are  merged  into  one 
standard  operation  on  the  routing  sheet. 

5.  Time    study   each    minor    operation    done   bv   a 
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group.  The  sum  of  these  minor  operation  standard 
times,  plus  extraordinary  allowance,  if  any,  becomes  the 
standard  time  for  the  group  operation,  and  is  used  as 
a  basis  for  the  measurement  of  efficiency  and  the  pay- 
ment of  bonus.  The  standard  time  of  the  group  opera- 
tion must  be  on  a  man-hour  basis  to  permit  of  a  varied 
number  of  employees  being  assigned  to  the  group  with- 
out change  in  the  standard  time  unit. 

6.  Arrange  to  give  each  group  credit  in  standara 
man-hours  for  all  work  passing  through  its  division 
and  accepted  by  the  inspector.  This  is  computed  by 
multiplying  the  group  standard  time  by  the  number  of 
pieces.  The  counting  point  may  be  at  the  end  of  the 
division,  or  at  the  end  of  the  assembly  line,  depend- 
ing on  shop  conditions.  It  is  evident  that  the  standard 
time  for  one  group  has  no  relation  to  that  of  any  other 
group  in  the  division;  but  that  all  groups  in  a  division 
recejve  credit  for  the  same  quantity  of  finished  product. 

7.  Each  group  must  be  charged  with  the  actual  man- 
hours,  elapsed  time,  expended  in  the  group.  The  ratio 
of  the  standard  hours  credited  to  the  actual  hours  worked 
measures  the  efficiency  of  the  group. 

8.  Compute  bonus  by  referring  to  the  table.  Each 
individual  in  a  group  will  be  entitled  to  bonus  depend- 
ent on  the  group  average  efficiency  for  the  pay  period, 
and  in  proportion  to  the  number  of  actual  hours  worked 
in  the  group;  viz:  the  individual's  bonus  is  computed 
on  his  wages  earned  while  assigned  to  the  group. 

9.  Obtain  group  operation  cost  as  follows :  If  only 
one  part  produced,  divide  the  group  wages,  including 
bonus,  by  the  number  of  pieces  credited.  If  two  or  more 
parts,  divide  the  group  wages  by  the  total  standard 
hours  credited,  in  order  to  obtain  the  cost  per  standard 
hour.     Then  multiply  by  standard  hours  for  each  part. 

The  cost  will  be  found  to  be  constant  (at  given  base 
rates)  for  100  per  cent  efficiency  or  above;  and  prac- 
tically constant  down  to  90  per  cent  efficiency. 
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The  following  main  principles  of  operation  are  as- 
sociated with  this  plan: 

1.  Job  tickets  or  production  boards  are  not  required 
for  group  work. 

2.  All  work  flowing  through  a  division  must  be  en- 
tirely covered  with  standard  time  for  each  group. 

3.  A  group  cannot  be  both  on  standard  time  and 
day-work,  because  there  are  no  job  tickets  for  eroup 
work. 

4.  If  an  individual  is  assigned  to  do  work  lorei.^n 
to  the  group,  he  must  be  transferred  out  of  the  group 
to  the  individual  system;  and  he  must  obtain  a  job  ticket 
m  order  that  his  time  can  be  distributed  and  costs  com- 
puted. 

:>.  All  bonus  earned  by  a  group  is  directlv  absorbed 
in  the  cost  of  operation  of  the  group  by  being  included 
in  the  total  wages  paid. 

BONUSES  BASED  ON  SUCCESS  OF  THE 

BUSINESS 

Where  neither  the  production  of  the  individual  nor 
of  the  plant  can  be  measured,  and  the  success  of  the 
business  as  a  whole  determines  the  bonus,  the  plan  Q:en- 
erally  provides  a  bonus  of  an  additional  percentage  of 
an  employee's  salary,  varying  with  the  success  o^'  the 
establishment. 

The  New  York  National  Irving  Bank,  before  its  mer- 
ger, paid  employees  additional  compensation  of  25  per 
cent  of  actual  salaries  paid  during  the  year,  but  few  con- 
cerns guarantee  the  percentage  of  the  bonus.  In  a  large 
western  bank,  a  monthly  bonus  of  10  per  cent  is  guar- 
anteed, but  this  is  considered  a  minimum,  and  additional 
bonuses,  varying  in  amount,  are  paid  at  different  times 
dunng  the  year.  In  1921,  the  average  bonus  paid  totalled 
25  per  cent. 
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Where  the  bonus  payments  depend  upon  the  success 
of  the  business  as  a  whole,  the  practise  is  to  declare  the 
bonus  annually,  around  Christmas  time.  For  example, 
at  Christmas  time  the  Bulkley  &  Horton  Company,  of 
Brooklyn,  New  York,  gives  a  bonus  to  all  its  employees, 
figured  on  a  percentage  (which  fluctuates  according  to 
the  net  profits),  of  the  employee's  annual  salary  or  com- 
mission. The  rate  has  averaged  7  per  cent  for  the  past 
few  years.  An  additional  50  per  cent  of  the  base  bonus 
is  given  for  each  five  years  of  continuous  service. 

A  bonus  may  be  offered  in  years  when  living  costs 
have  risen,  to  effect  a  temporary  raise  in  salaries.  A  large 
wholesale  distributor,  during  1919  paid  a  bonus  of  10 
per  cent  of  salary  to  all  executives  and  department  heads, 
and  5  per  cent  to  the  balance  of  the  employees.  This 
was  done,  according  to  the  company,  "in  order  to  place 
salaries  and  wages  where  they  would  more  nearly  meet 
rising  costs  of  living.  The  bonus  payments  did  not, 
however,  take  the  place  of  salary  and  wage  advances, 
as  these  advances  were  also  made  in  pace  with  other 
like  institutions.  Yet  we  believe  the  bonus  may  have  re- 
sulted in  stabilizing  the  force  to  some  extent." 

When  living  costs  remain  high,  or  scarcity  of  labor 
necessitates  continuance  of  the  bonus,  the  scheme  is 
generally  changed:  the  bonus  is  made  a  regular  part  of 
the  salary.  For  instance,  the  United  States  National 
Bank  of  Omaha,  Nebraska,  in  1917  gave  a  bonus  to  its 
employees,  based  upon  15  per  cent  of  the  previous  year's 
total  compensation.  This  plan  was  eliminated  and  sal- 
aries increased  in  like  proportion.  The  increase  to  per- 
sons drawing  less  than  $100  per  month  was  larger  than 
to  those  drawing  in  excess  of  that  amount. 

Where  the  production  bonus  requires  the  setting  of 
standards,  the  recording  of  production,  and  gauging  the 
savings  effected,  waste  eliminated,  and  so  on,  the  "most 
successful  practise  is  noted  where  employees  have  a 
voice  in  the  establishment  and  operation  of  the  plan.  The 
experiences   of   one    concern    with   a   production   bonus 
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operated  by  a  joint  committee  are  outlined  in  the  plan 
of  the  Easton  Furniture  Manufacturing  Company,  given 
under  the  section  on  Economy  Bonuses. 

A  TEACHING  BONUS 

W  hile  a  group  bonus  plan  is  usually  designed  to  fos- 
ter a  spirit  of  cooperation  among  the  employees  so  that 
a  new  or  backward  person  will  be  helped  along  by  his 
fellow-workers,  the  Joseph  and  Feiss  Company,  Cleve- 
land, has  devised  a  special  method  of  urging  the  older 
employees  to  help  the  newcomers. 

This  company  pays  a  bonus  to  employees  for  marked 
helpfulness  to  new  employees.  When  a  new  worker 
comes  on,  an  older  operative  may  be  designated  as  spon- 
sor for  that  worker.  She  gets  a  place  next  to  the  new 
employee,  so  that  she  can  watch  her,  encourage  her  and 
give  her  helpful  hints  which  will  mean  progress.  This 
help  is  supplementary  to  the  training  school. 

It  is  the  sponsor's  duty  to  acquaint  the  girl  with  her 
fellow  workers  and  with  the  methods  and  activities  pre- 
vailing at  the  shop.  She  may  even  take  time  with  pay 
if  necessary  to  be  of  assistance. 

There  are  three  different  classes  of  teaching  bonus: 

1.  A  part  teaching  bonus  of  $3  is  paid  when  the  new 
operative's  output  averages  80  per  cent  of  the  operation 
for  five  consecutive  work  days. 

2.  A  regular  teaching  bonus  of  v$5  is  given  when 
the  operative  makes  80  per  cent  for  five  consecutive 
days  by  or  within  the  time  required  by  her  expectancy. 

3.  A  teaching  bonus  of  $3  is  awarded  when  an 
operative  who  has  reached  80  per  cent  reaches  stand- 
ard for  five  consecutive  days. 

This  new  plan  not  only  gives  an  operative  a  chance 
to  earn  as  much  as  $8  for  being  a  sponsor,  but  also 
gives  her  valuable  training  in  the  important  work  of  fac- 
torv  instruction. 
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INDIVIDUAL  AND  GROUP  INCENTIVES 

COMBINED 


The  experience  of  the  National  Paper  Company  with 
a  plan  covering  the  individual  employee's  production  led 
the  company  to  see  the  advisability  of  also  providing 
a  more  general  incentive  for  employees  as  a  group. 

The  Production  Bonus  of  this  company  is  described 
in  the  following  statement  by  a  manager  of  the  concern. 

Under  this  plan  every  machine  we  have  in  the  house  is  rated 
for  its  production  and  for  all  work  produced  above  the  rated 
production  of  the  press,  the  operator  gets  a  certain  percentage, 
the  foreman  gets  a  percentage,  and  the  helper  a  percentage.  The 
percentage  of  the  foreman  of  the  department  is  necessarily  very 
small,  as  the  foreman  of  the  department  gets  his  bonus  from 
all  the  machines  in  his  charge  and  the  operator  gets  the  larger 
part  of  the  bonus,  while  the  helper  gets  the  smaller  share. 

We  employ  approximately  eighty-four  people  and  all  em- 
ployees are  effected  by  the  plan.  All  our  printers,  box  makers, 
printing  press  feeders,  finishers  and  packers,  and  everyone  work- 
ing in  our  manufacturing  department  is  effected. 

This  particular  bonus  has  been  very  successful  and  it  has  in- 
creased our  production  in  these  various  departments  over  33H 
per  cent. 

We  have  decided  to  adopt  another  plan  based  on  a  question 
of  departments  or  groups,  as  we  think  that  the  work  of  the  in- 
dividual in  so  far  as  the  production  of  any  particular  department 
is  concerned,  is  not  as  important  as  the  work  of  the  group  or 
crew.  In  other  words  a  high  priced  operator  working  on  a  ma- 
chine could  have  his  production  cut  down  50  per  cent  by  the 
absence  of  the  helper  and  as  our  aim  has  been  to  establish  a 
permanent  working  force,  we  thought  that  this  group  plan 
might  work  to  better  advantage.  This  plan  was  instituted  in 
1919  and  a  certain  percentage  of  profits  is  set  aside  to  be  paid 
as  a  bonus  for  1,000  points,  which  are  subdivided  as  follows, 
333  points  for  efficiency,  333  points  for  attendance  and  333  points 
for  production. 

Efficiency  is  judged  solely  by  the  quality  of  the  work  going 
out  and  errors  in  work  or  any  other  item  are  to  be  recorded 
by  the  next  group  or  department  handling  the  particular  order 
as  It  goes  through.  Departments  are  charged  with  points  based 
on  the  number  of  errors  made  during  the  bonus  period,  which 
is  three  months. 

Attendance  is  based  on  actual  attendance,  the  various  groups 
or  departments  being  charged  with  a  specific  number  of  points 
for  each  absence  in  that  particular  department. 

Production  is  based  on  the  rated  production  of  the  machines 
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in  department  in  question,  and  departments  are  charged  with 
points  where  the  production  is  lower  than  normal  and  are 
credited   with  points  where  the  production  is  above 

GROUP  PRODUCTION  BONUS,  WITH  SET 

STANDARDS 

Two  well  organized  plans  for  a  group  production 
bonus,  settmg  definite  production  standards  for  the 
group,  follow. 

1.     Plan  of  the  Weir  Frog  Company 

The  bonus  plan  of  this  company  was  <;tarted  in 
August,  1917.  Of  the  one  hundred  and  ei-htv  em- 
ployees trom  one  hundred  and  fifty  to  one  hundred  and 
seventy-five  are  affected  by  the  plan,  including  office 
force,  laborers,  janitors,  watchmen,  etc.,~excluding  only 
mspectors  and  executives. 

The  basis  of  the  plan  is  the  amount  of  tonnage 
shipped  out  of  the  shop  in  a  month's  period.  At  certain 
mtervals  a  normal  production  tonnage  for  the  shop  is 
set,  and  posted.  Then  a  bonus  of  1  per  cent  of  each  em- 
ployee s  salary  is  paid  to  that  employee,  for  every  thirty 
thousand  pounds  of  material  shipped,  over  this  amount 
This  salary  is  figured  on  flat  time  only,  exclusive  of 
overtime.  One  per  cent  is  deducted  for  everv  time  an 
employee  is  absent  a  day,  and  ]/,  of  1  per'  cent  for 
every  time  he  is  late.  This  bonus  plan  is  applicable  to 
everyone  in  the  organization,  with  the  exception  of  the 
executives,  but  does  not  apply  when  the  men  are  working 
on  piece-work. 

In  the  opinion  of  O.  de  G.  Vanderbilt,  Jr.,  President 
of  the  company,  the  plan  is  "unqualifiedly  successful 
and  IS  the  greatest  incentive  to  increasing  production 
we  have  ever  had.  The  tonnage  shipped  each  day  is 
posted  on  a  board  at  the  end  of  the  shop,  together  with 
the  normal  amount  of  tonnage  that  should  be  shipped 
up  to  that  period  of  the  month.     In  this  way  the  men 
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know  every  day  whether  they  are  running  ahead  or  be- 
hind the  normal.  If  they  are  behind  the  normal  and  are 
unable  to  make  a  bonus,  the  plan  of  course,  is  not  efifec- 
tive,  but  if  they  are  running  ahead  of  normal,  and  see 
that  they  can  make  a  bonus,  it  puts  a  great  amount  of 
energy  and  cooperation  in  the  shop,  and  in  addition,  on 
account  of  the  penalty  for  lateness  and  absenteeism,  has 
served  to  hold  these  in  check  very  materially." 

2.    Plan  of  a  Refrigerator  Manufacturer 

An  incentive  to  increase  production  and  avoid  waste 
is  offered  by  a  manufacturer  of  refrigerators  to  its  em- 
ployees, in  a  weekly  ^'production  dividend." 

The  production  dividend  plan  aflfects  five  hundred  and 
fifty  employees,  about  five  hundred  of  them  men,  and 
fifty  women.  The  trades  and  occupations  affected  are: 
woodworking,  machine  hands,  cabinetmakers,  metal 
workers,  foundry  workers,  polishing  workers,  porcelain 
enamel  workers,  trimmers,  craters,  waterhouse  men,  yard 
men,  office  workers. 

How  Employees  Are  Informed 

In  explaining  the  plan  to  employees,  the  company 
says : 

We  belieye  that  a  certain  share  of  the  product  of  labor  be- 
longs to  the  workers  and  that  another  share  must  be  used  for 
materials,  and  another  share  to  pay  the  interest  on  the  plant, 
msurance,  taxes,  depreciation,  management,  non-productive  labor] 
office  force,  advertising,  etc.,  commonly  called  overhead  expense.' 

We  have  opened  our  books  to  your  committee  from  the 
House  of  Representatives  and  shown  them  that  labor's  share 
of  the  product  is  24!/^  per  cent  (now  25  per  cent)  and  that  share 
we  offer  to  give  you— no  matter  how  large  the  product  may  be. 
We  will  treat  the  payroll  as  an  advance  payment,  and  pay  you 
the  balance  the  next  week—which  is  as  soon  as  it  can  be  figured 
out. 

To  illustrate,  suppose  the  product  is $50,000.00 

Your  share  is  26K'   per  cent   13250 00 

Now  if  the  payroll  is  $12,000  there  will  remain  to  be 
added  to  your  wages  the  following  week  104  per 
cent,  viz \ 1,250.00 
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Suppose   the   product   to   be $60  coo  oo 

your  share,  viz.,  26H  per  cent,  is  ;;.";;  i5;9oo:oo 

If  the  payroll  is  as  before   12  000  00 

The  dividend  will  be -^'ooo 00 

or  325^  per  cent  to  be  added  to  your  wages.  *^' 

buppose  the  product  to  be $60  000  00 

Y°ll^^^?^  ^^  t^^"""^  ^^  P^^  <^«"t "  *. '.   i5'.90o".oo 

And  by  doing  the  work  with  fewer  men  the  payroll  is.   10.000.00 
1  he  dividend  would  be   -  qqq  qq 

or  59  per  cent  to  be  added  to  your  wages ' 

Such  a  dividend  cannot  be  hoped  for  as  long  as  there  are 
Idlers  and  inefficient  workmen  on  the  payroll 
Now  let  us  look  at  the  other  side: 

Suppose  the  product  is  only   $40,000.00 

Your  share,  26)^  percent,  is 1060000 

the  payroll  is  $12,000.00,  the  loss  is *.     moooo 

which  must  be  earned  forward  and  deducted  from    ' 

future  dividends. 

So  you  see  the  matter  is  entirely  in  your  own  hands.  It  is 
for  your  interest  to  increase  the  product  and  at  the  same  time 
decrease  the  payroll  by  getting  rid  of  the  idlers.  Tell  them 
you  would  rather  have  their  wages  than  their  company 

It  work  is  slack  in  your  department,  and  some  other  de- 
partment is  behind,  do  not  object  to  being  transferred  to  the 
department  which  is  behind. 

For  instance,  if  we  run  two  thousand  five  hundred  refrig- 
erators one  week  with  five  hundred  men,  and  the  next  week 
two  thousand  five  hundred  refrigerators  with  four  hundred  and 
titty  men,  that  increases  the  dividend.  Every  dollar  saved  by 
^ockefs         P""^^"^*  °"*  with  fewer  men  goes  directly  into  your 

Urge  Less  Waste  and  Repairs 

But,  above  all,  be  careful  to  turn  out  perfect  goods  or  you 
will  increase  the  number  of  repair  men  and  so  decrease  your 
dividends.  The  company  cannot  afford  to  pav  for  doin/the 
work  twice    and  so  the  wages  of  the  repair  men  are  taken  out 

wnrt'   ^r^'"^  ^'^°''  '^  ^  ^^^^^''^'  ^"^'  besides  that,  poor 
work  will   ruin  our  reputation  and  business 

ft,.  .r^^  *^^^  ^  considerable  saving  can  be  made  is  to  avoid 
the  costly  repair  work  by  making  the  goods  right  in  the  first 
wflffinJ  ^T?^  ^^t^n^l  and  in  various  other  ways  which  you 
hl\-^  ?"*  for  yourself,  such  as  improvements,  which  you  will 
ulT^  ^°''i  ^""^  '^°u^  ^"*'  ^°^  ^^^"^  the  work.  Suggestion 
stfcom^itlr""  ''"^  ^^"^^'^  '"^^  ^^  °^^^^-^  ^--  yo-r 
The  piece-work  in  some  departments  and  the  premium  system 

L  niffi?  l^''-^'"^'  """^'^  ^'^"^  ^^^  ambitious  individuals,  but 
nnr  P.^^^^-^^?,^'"^  ^y^tem  in  addition  puts  the  whole  factory  into 
one  big  family-each  one  working  with  his  head  as  well  aTwith 

fo\  Ti::,  irj^^  ^^^   '^'-  --  -<^  --ease  the  p^X^ 
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Left— Actual  Production  Right— Required  Production 
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Weekly  Production 
Chart 

Suppose  required  pro- 
duction is  $66,000. 
Divide  by  11 — if  you 
work  half  days  on 
Saturday,  giving 
$6,000  as  the  Satur- 
day production  and 
$12,000  for  each  of 
the  other  days.  Move 
the  right-hand  line 
up  $12,000  each  day 
and  the  left-hand  line 
as  far  on  the  chart 
as  the  actual  produc- 
tion takes  it.  Jog 
the  left-hand  line  to. 
make  each  day's  work 
stand    out    by    itself. 
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How  Labor's  Shark  is  Determined 

The  company  determines  "labor's  share"  by  taking 
the  total  production  for  the  last  six  months,  and  the 
total  payroll  for  the  last  six  months,  and  figuring  what 
percentage  the  payroll  is  to  the  product.  This  is  ex- 
plained to  a  committee  from  the  employees'  House  of 
['Representatives,  under  a  pledge  of  secrecy,  and  they 
are  told  that  the  same  percentage  belongs  to  them,  no  mat- 
ter what  the  product  may  be. 

"I.abor's  share."  which  was  26  per  cent  two  years 
ago,  21  per  cent  last  year,  is  now  25  per  cent.  These 
variations  are  caused  by  the  different  costs  of  materials. 

BONUS  FOR  INDIVIDUAL  PRODUCTION 

Among  the  plans  providing  a  production  bonus  for 
tlie  individual  employee,  according  to  a  standard  set  for 
him.  the  following  are  instructive. 

Lakewood  Engineering  Company 

Under  the  plan  of  the  Lakewood  Engineering  Com- 
pany, Cleveland,  a  specified  number  of  pieces  or  a  cer- 
tain amount  of  production  is  used  as  a  basis  for  a  regu- 
lar day's  work.  Over  and  above  this  amount  of  work, 
the  company  pays  the  worker  50  per  cent  of  the  time 
allotted  to  the  job  at  the  worker's  regular  day-rate. 

A  sum  equal  to  the  total  amount  of  bonus  paid  to  the 
worker  is  then  set  aside  each  day  and  each  month  is 
distributed  prorata  among  all  the  employees  of  the  fac- 
tory. All  men  who  work  on  an  hourly  basis  are  eligible 
ior  the  monthly  bonus  as  follows: 

A  new  employee  does  not  share  in  the  disbursement 
of  any  monthly  bonus  until  the  third  month  of  his  em- 
ploAinent  with  the  company. 

If  an  emplovee  is  absent  from  work  three  days  dur- 
ing the  month  he  receives  onlv  one-half  of  one  share  of 
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bonus ;  if  he  is  absent  five  or  more  days,  he  forfeits 
all  right  to  any  share  of  bonus  for  that  month,  unless 
he  is  injured  in  the  plant,  or  is  sick.  A  doctor's  certifi- 
cate must  be  furnished  as  proof  of  illness. 

A  man  who  is  discharged  or  leaves  the  employ  of  the 
company  at  any  time  during  the  month  forfeits  all  right 
to  the  l)onus  for  that  month. 

Bonuses  are  issued  in  separate  checks  on  the  20th 
or  the  second  regular  payday  of  the  following  month. 

2.    The  Brown  Hoisting  Machinery  Company 

The  Brown  Hoisting  ^lachinery  Company,  Cleve- 
land, has  a  plan  whereby  a  standard  time  is  fixed  for 
each  operation  and  in  case  a  man  can  do  the  work  in 
less  than  this  standard  time,  or  in  other  words,  turn  out 
more  work  in  a  given  time,  payment  is  made  for  this 
additional  work  at  the  standard-rate  and  this  additional 
pay  is  divided  between  the  worker  himself  and  his  fore- 
man, 7^  per  cent  of  it  going  to  the  worker  and  25  per 
cent  to  the  foreman.  This  additional  pay  or  premium 
goes  to  the  men  at  each  pay  period  but  in  a  separate 
envelope  from  that  used  for  his  regular  pay.  The  com- 
pany points  out  that  in  establishing  a  plan  it  is  important 
that  the  whole  plan  be  clearly  understood  by  the  work- 
men as  well  as  by  the  foremen  before  it  is  put  into 
operation,  and  that  they  be  kept  fully  informed  at  all 
times  as  to  its  operation.  The  right  standards  must  of 
course  be  set  in  the  first  place. 


3. 


The  Embry  Box  Company 


The  plan  of  the  Embry  Box  Company,  Louisville, 
Kentucky,  is  based  on  the  hourly  production  per  man. 
The  plan  was  established  by  taking  the  production  figures 
for  twelve  months  and  finding  the  unit  of  production  per 
hour  per  man.    It  was  found  that  an  average  of  finished 
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product  was  twenty  feet  per  man-hour.  Using  this  as  a 
basis  the  company  gave  the  men  the  full  benefit  of  any 
percentage  of  increase  in  production.  For  example,  if 
twenty-five  feet  per  man-hour  was  the  average  for  a 
week  the  men  received  a  21  per  cent  bonus  for  that 
week,  etc. 

4.    Excelsior  Knitting  Mills 

The  Excelsior  Knitting  Mills  which  employs  two 
hundred  and  seventy-five  has  the  following  plan.  A  per- 
centage of  the  total  earnings  of  employees  who  do  knit- 
ting, looping,  or  pressing  is  paid  to  them  if  their  produc- 
tion equals  or  exceeds  a  set  task.  This  bonus  is  added  to 
the  earnings  and  is  paid  weekly.  The  percentages  are 
as  follows:  knitting,  25  per  cent,  looping,  15  per  cent, 
pressing,  10  per  cent. 


ADAPTING  THE  PLAN  TO  VARIOUS 
DEPARTMENTS  ^ 

[In  an  account  of  the  bonus  and  piece-work  system  in  effect 
at  the  Burke  &  James,  Inc.  Chicago  plants,  the  installation  of 
the  plan  is  discussed  with  respect  to  three  departments,  viz  • 
the  w-ood  working,  machine  and  camera  assembly,  and  the  box 
and  lolding  camera  plant.] 

Bonus  in  the  Woodworking  Department 

The  wood-working  department  presented  a  problem 
which  lent  itself  most  readily  to  the  adaptation  of  the 
bonus  system.  The  grade  of  workmen  required  varies 
from  intelligent  girl  machine  operators  to  highly  skilled 
cabinet  makers  and  wood  finishers.  Because  of  this, 
hourly-rates  cannot  be  kept  standard,  and  it  was  decided 
to  install  the  bonus  system. 

Briefly,  the  bonus  system  is  as  follows:  A  standard 

'By   William    F.    Ellison.      ioo%.     p.   90-4.     April,    1920. 
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time  is  allowed  an  operator  for  completing  a  certain 
operation;  if  the  operation  is  completed  in  the  stand- 
ard time,  he  is  rated  as  a  100  per  cent  operator  and 
receives  his  hourly- rate.  If  he  completes  it  in  a  time 
greater  than  the  standard  time,  his  rating  falls  below 
100  per  cent,  but  he  still  receives  his  hourly-rate. 

If  he  completes  it  in  a  shorter  time  than  the  stand- 
ard, his  rating  goes  above  100  per  cent  and  he  receives 
50  per  cent  of  all  time  that  he  saves  on  the  operation. 
The  rates  are  so  set  that  a  good,  honest  workman  need 
never  fear  that  he  will  fall  below  100  per  cent  efficiency. 

Great  care  had  to  be  taken  the  first  few  weeks  in 
order  to  win  the  men  over  to  the  new  system.  Operators 
had  to  be  taught  how  to  do  their  work  rapidly  and  effi- 
ciently. Especial  emphasis  was  placed  on  the  high  qual- 
ity of  workmanship  required,  and  great  care  had  to  be 
taken  to  see  that  the  operators  did  not  spoil  any  work  in 
order  to  earn  a  bonus. 

The  limits  worked  to  are  considerably  closer  than  in 
the  average  wood  working  shop,  and  this  made  it  all  the 
more  imperative  to  establish  correct  bonus  rates. 

The  operators  have  access  to  the  bonus  rates,  and 
when  a  new  operation  is  started  the  operator  is  given 
standard  time  in  which  he  is  to  do  the  work.  If,  for 
some  reason,  the  work  cannot  be  done  in  the  time  speci- 
fied, the  rate  department  is  notified  and  a  temporary  rate 
is  given  on  the  work. 

For  the  first  few  months  the  average  efficiency  of  this 
department  was  113  per  cent  but  today  it  is  156  per  cent, 
and  there  have  been  no  material  changes  in  the  rates. 

A  policy  has  been  adopted  that  after  a  bonus  rate  has 
been  set  fairly  and  honestly  it  will  not  be  reduced  unless 
a  new  labor  saving  device  is  installed  by  the  company. 
This  has  built  up  a  good  spirit  among  the  operators. 

All  complaints  about  rates  or  earnings  are  investi- 
gated immediately  and  nothing  is  kept  back   from  the 
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operator.  No  man  is  compelled  to  work  on  bonus  and 
this  very  fact  has  brought  about  that  every  man  in  this 
department  is  today  working  on  bonus  and  no  one  wants 
to  work  on  day-work. 

Camera  Assembly  Departments 

The  camera  assembly  department  presented  a  diifer- 
ent  problem.  The  leather  assembly  is  done  bv  women 
and  the  hourly-rates  are  standard.  The  box  and  folding 
camera  assembly  is  practically  all  done  by  men  and  the 
hourl\-rates  are  standard.  A  revised  piece-rate  system 
was  the  logical  system  for  this  department.  The  leather 
assembly  lent  itself  most  readily  to  piece-work,  because 
the  work  was  of  more  uniform  grade  and  not  too  com- 
plicated for  women  operators. 

The  folding  camera  assembly  presented  the  most  dif- 
ficult problem,  because  of  the  high  degree  of  skill  re- 
quired to  assemble  the  cameras  properly.  It  takes  a  long 
time  to  train  workmen  to  turn  out  cameras  of  high  qual- 
ity, and  it  is  an  established  rule  that  the  high  quality 
must  be  maintained  and  the  piece-rates  must  be  set  in 
accordance  with  this  standard. 

The  revised  piece-rates  are  so  set  that  an  average 
skilled  workman  can  earn  a  good  wage  and  there  are  no 
complaints  against  the  rates. 

If  an  operator  possibly  can,  he  will  work  on  piece- 
work;  if  there  is  no  piece-rate  on  an  operation  he  will 
make  sure  to  ask  his  foreman  to  get  in  touch  with  the 
piece-rates  department,  so  that  rates  may  be  set. 

The  gang  chiefs  in  this  department  receive  a  bonus  on 
the  output  of  the  operators  in  their  respective  groups, 
and  this  encourages  them  to  keep  the  work  moving  at  all 
times. 

The  machine  department  has  also  been  placed  on  a 
revised   piece-work  basis.     Men  and  women   operators 
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receive  the  same  hourly-wage,  and  the  piece-work  earn- 
ings are  the  same. 


TASK  AND  BONUS  PLANS  IN  CHICAGO 
PRINTING  PLANTS  ^ 

Task  and  bonus  schemes  of  wage  payment  involve  the 
application  of  scientific  management  principles  to  all 
operations  in  a  plant.  In  the  use  of  those  principles 
many  variations  have  been  developed.  Mr.  Harrington 
Emerson's  plan  of  efficiency  reward  may  be  cited  as  one 
variation. 

This  plan  of  payment  is  based  on  individual  efficiency, 
giving  a  reward  additional  to  wages  for  certain  results." 
Its  essential  features  are: 


L 
7 


A  guaranteed  hourly-rate. 

A  lower  limit  of  efficiency,  which,  if  not  attained, 
indicates  that  the  worker  is  a  misfit  and  requires 
either  special  training  or  change  of  occupation. 
A  progressive  efficiency  reward,  beginning  at  a  re- 
quirement so  low  that  it  is  inexcusable  not  to  average 

It. 

An  efficiency  standard  established  after  careful  and 
reliable  investigation  of  many  kinds,  including  time 
and  motion  studies. 

For  work  to  be  performed,  a  time  standard  that  is 
joyful  and  exhilarating,  therefore  intermediate  be- 
tween depressing  slowness  and  exhausting  effort. 
A  variation  in  standard  for  the  same  work  for  dif- 
ferent machines,  conditions  and  individuals,  the 
schedules  therefore  being  individual. 
The  determination  for  each  worker  of  an  average 
efficiency  for  all  jobs  over  a  long  period. 

,'  By  F.    E.    Wolfe.      Department    of   Industrial    Relations.      Tynothetae 
Bulletin,      p.    5-7.     January,    1921.  •^' 

-  Harrington     Emerson.      Twelve    Principles    of    Efficiency.       p.     363-4. 
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9. 


A  continuous  correction  of  time  standards  and  of 
wage-rates  to  suit  new  conditions.    This  is  essential 
and  inevitable.    Wage-rates  rise  if  under  the  new  con- 
ditions, more  skill  or  greater  effort  is  required.  Time 
standards  have  nothing  to  do  with  wages.    They  are 
not  changed  to  affect  earnings  either  one  way  or 
the  other,  but  to  be  accurate  and  just.     The  time 
standard  for  covering  a  mile  is  less  for  a  man  on  a 
bicycle  than  for  a  man  on  foot,  inevitably  less  for  a 
man  on  a  motor  cycle  than  for  a  man  on  a  bicycle. 
The  worker  must  have  the  personal  option  of  work- 
ing not  to  a  standard  time,  but  between  limits  on  each 
side  of  the  standard  time.     If  he  does  not  consider 
standard  time  fair,  he  can  take  his  assumed  hourly- 
rate  and  show  lower  efficiency,  which  greatly  en- 
hances the  cost  to  the  employer,  whose  self  interest 
has  been  so  to  improve  physical  or  psychical  condi- 
tions as  to  induce  the  worker  to  attain  standards. 
This  last  principle  is  illustrated  by  Kimball  in  Prin- 
ciples of  Industrial  Organization  (1913)  p.  188-9,  and  is 
quoted  here  for  reference. 

To  make  this  method  clear,  suppose,  that  a  job  is  standardized 
at  120  hours.  If  the  workman  performs  the  task  in  120  hours 
his  efriciency  is  said  to  be  100  per  cent.  If  he  takes  240  hours 
his  efticiency  is  50  per  cent.  If  he  takes  on!}-  100  hours  his  effi- 
ciency IS  120  per  cent  and  so  on.  No  bonus  is  paid  the  worker 
unless  elhciency  reaches  662/^  per  cent,  but  he  receives  onlv  his 
day  s  pay.  At  this  point  he  receives  a  very  small  bonus,  but  the 
bonus  increases  as  his  performance  rises,  till  at  100  per  cent 
efficiency  he  receives  20  per  cent  of  his  day's  wage  as  a  bonus 
I' or  greater  performance  greater  bonuses  are  paid,  till  at  140 
per  cent  efficiency  the  worker  receives  60  per  cent  of  his  wages 
as  a  bonus.  ^ 

In  the  practical  operation  of  this  method  by  Mr  Emerson 
the  bonus  IS  calculated  monthly  and  not  for  individual  jobs 
Thus  if  a  man  s  wages  are  $0.30  per  hour,  and  if  during  a  given 
month  he  has  worked  240  hours,  doing  in  that  time  jobs 
whose  total  standard  times  have  been  set  at  210  hours  his  effi- 
ciency IS  210/240=87.5.  His  wages  are  %72,  his  bonus  (See 
JjlM!^  ^'7.94  per  cent  of  his  wages,  or  $5.72.  and  his  earnings 
^7/-/2  The  advantage  of  this  monthly  award  is  that  it  tends 
to  make  the  worker  desirous  of  making  a  bonus  on  every  job 


since  the  averaging  of  a  number  of  performances,  with  a  few 
good  ones  would,  in  all  probability,  mean  the  loss  of  any  bonus 
that  he  may  have  earned  on  these  good  performances.  " 


Table  of  Emerson  Bonus  Rates 


ifficiency 

Bonus  per 

per  cent 

$1.00  wages 

67 

0.000 1 

68 

0.0004 

69 

0.00 1 1 

70 

0.0022 

71 

0.0037 

72 

0.0055 

73 

0.0076 

74 

0.0102 

75 

0.0131 

76 

0.0164 

77 

0.0199 

78 

0.0238 

79 

0.0288 

80 

0.0327 

81 

0.0378 

82 

0.0433 

S3 

0.0492 

84 

0.0553 

85 

0.0617 

86 

0.0684 

87 

0.0756 

87.5 

0.0794 

Efficiency 
per  cent 

88 

89 
90 

91 
92 

93 
94 

95 
96 
97 
98 

99 
100 

lOI 

102 
103 

105 
no 

120 
130 

135 

140 


Bonus  per 
$1.00  wages 

0.0832 

0.091 1 

0.0991 

0.1074 

o.  1 162 

0.1256 

0.1352 

0.1453 

0.1557 

0.1662 

0.1770 

o.i88r 

0.20 

0.21 

0.22 

0.23 

0.25 

0.30 

0.40 

0.50 

0.55 
0.60 


Task  and  Bonus  in  Seven  Plants 

Of  one  hundred  and  thirty-eight  plants  investigated 
in  Chicago  seven  were  foiincl  which  use  the  task  and 
bonus  method  of  wage  payment  in  one  or  more  mechani- 
cal departments.  Certain  main  facts  about  the  seven 
schemes  are  presented  here.  Of  the  seven  plants  two 
operate  all  mechanical  departments  on  the  task  and  bonus 
method ;  one  uses  it  in  all  except  the  composing  depart- 
ment, which  is  now  being  studied  for  its  installation; 
one  linotype  composition  concern  was  using  it ;  and  three 
other  plants  are  using  it  for  certain  work  in  the  press 
room  or  in  the  bindery. 

The  class  of  work  in  which  tasks  have  been  stand- 
ardized for  performance  within  certain  time  limits  varies 
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in  the  different  plants  and  departments  from  gathering 
or  stringing  in  the  bindery  to  difficult  composition  and 
make-ready  jobs.  It  should  be  noted  that  task  and  bonus 
schemes  are  completely  established  in  all  departments  only 
in  relatively  large-scale  plants.  The  expense  of  installa- 
tion and  the  volume  of  work  performed  in  them  make 
it  possible  and  profitable  to  subdivide  all  grades  of  work 
for  performance  by  specialists,  giving  the  workmen  spe- 
cialized processes  to  perform.  ^ 

Of  the  3,325  total  employees  in  the  seven  plants  ap- 
proximately 2,623  or  78.8  per  cent  are  engaged  on  the 
task  and  bonus  basis. 

Individual  or  Group  Bonus 

1.  The  efficiency  rate  of  the  individual  may  be  used 
to^  determine  his  bonus.  The  rate  of  efficiency  is  deter- 
mined by  the  relation  of  actual  to  standard  time.  For 
example,  an  ad  job  for  the  composing  room  is  studied  and 
a  standard  time  of  1.8  hours  allowed  for  its  performance. 
The  actual  time  consumed  is  2.1  hours. 

Standard  Time  X  100=efficiencv  rate. 

Actual  Time 

1.8/2.1  X  100=85.7%,   the  efficiency  rate. 

The  bonus  on  the  hourlv-rate  begins  in  general  in 
Plant  No.  1  with  7S  per  cent  efficiency,  flie  bonus 
varies  more  or  less  arbitrarily  for  different  rates  of 
efficiency,  and  at  100  per  cent  efficiency  amounts  to  20 
per  cent  of  the  hourly- wages. 

Time  studies  have  also  been  made  and  standard  shop 
conditions  provided  in  Plant  No.  2  in  order  to  set  the 
time  limits  for  doing  work  in  the  most  efficient  and  re- 
munerative manner.  Bonuses  of  35  per  cent,  2o  per  cent, 
and  10  per  cent  on  the  hourly-rate  are  paid  for  certain 
amounts  of  work  if  performed  respectively  in  A,  B  or  C 
standard  times. 

*  It    is    roughly    estimated    that    approximately    $150,000    has    been    in- 
vested in  the  installation  and  developing  of  the  bonus  system  in  one  plant. 
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In  each  of  the  Plants,  Nos.  4,  5,  6  and  7,  a  fixed  rate 
of  bonus  of  a  certain  amount  in  addition  to  time- wages 
is  paid  for  each  thousand  units  of  work  performed  in 
excess  of  a  stated  task. 

2.  A  collective  bonus  may  be  used,  as  in  Plant  No.  3, 
where  an  additional  percentage  of  wages  is  paid  monthly 
on  increased  production  in  a  part  of  the  shop  or  in  the 
shop  as  a  whole.  A  standard  monthly  operation  for  the 
printing  machines  in  this  plant  is  fixed  at  one  hundred 
and  fifty  machine-hours.  (There  are  seventeen  auto- 
matic machines  in  the  plant.)  A  bonus  of  $6  per 
machine  is  paid  to  all  shop  employees  for  each  machine- 
hour  operated  or  gained  in  excess  of  one  hundred  and 
fifty  hours  a  month.  The  total  sum  of  the  $6  bonus 
payments  is  prorated  among  individuals  on  the  basis 
of  their  wages.i  In  addition,  a  special  bonus  of  $1  is 
paid  to. the  pressman  and  his  two  assistants  attending 
a  machine  for  every  machine-hour  gained  in  the  month. 
One-half  of  this  bonus  goes  to  the  pressman  and  one- 
quarter  to  each   of  his  assistants. 

Deductions  From  Bonus  and  not  From  Wages 

Slow  and  inefficient  performances  on  task  work  re- 
duce in  any  case  the  possible  amount  of  bonus.  In 
Plants  Nos.  1  and  2  any  deductions  for  spoilage  or  in- 
ferior quality  of  work  are  made  from  the  bonus  and  not 
from  wages.  If  a  spoilage  occurs  and  the  bonus  of  the 
responsible  person  is  taken  away,  any  balance  of  a  de- 
duction is  never  carried  over  to  the  next  week  or  the 
next  month. 

Increases  are  estimated  to  have  been  realized  in  the 
output  under  the  task  and  bonus  schemes,  ranging  from 
17  per  cent  to  50  per  cent  in  three  plants.  The  manage- 
ment   of    me    companies    in    all    plants    were    wholly 

1,-e*  ■^°if^''^"^^^^  v^"  employee's  share  of  the  collective  bonus,  multiply 
i  Lk'^  '^"^^^^^  ^y  number  of  days  at  work  in  the  month  to  get  the 
nn/^fc  (  P°•"*^  assigned  the  employee.  Divide  the  sum  total  of  the 
K^    «!-^  A  ^'"Pjo.yfes    »"to,  the    total    amount   of   extra   compensation    to 

The'?;^ult' w'illTi^ "fis"  shLe!''    '"''^''"^^    ^'"'^'^^^^^'^    """"^^    °^    P^"^- 
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convinced  that  production  was  greater  than  it  would  have 
been  under  the  old  methods. 

Opposition  of  Workmen 

Of  the  seven  plants  operating  mechanical  depart- 
ments in  whole  or  in  part  on  a  task  and  bonus  basis;  it 
will  be  observed,  four  are  non-union  or  open  shops,  and 
three  are  union.  The  three  plants  where  task  and  bonus 
are  used  in  a  comprehensive  form  are  non-union.  This 
is  on  account  of  the  inveterate  hostility  of  organized  labor 
to  task  work  schemes  as  hitherto  operated.  In  one  union 
shop  certain  operations  continue  as  task  and  bonus  work 
without  active  union  opposition,  because  for  many  years 
those  operations  have  been  so  conducted.  In  another 
union  shop  where  a  bonus  on  output  was  offered  and  paid 
for  a  time  during  the  past  year,  union  opposition  re- 
sulted in  its  discontinuance.  In  two  other  union  plants 
certain  operations  in  the  bindery  are  task  and  bonus 
work.  The  union  in  these  cases  does  not  favor  the 
method,  but  for  strategic  reasons  has  not  yet  made  its 
opposition  the  occasion  for  a  clash  and  a  final  adjust- 
ment. Some  of  the  union  shop  employers  reported  that 
they  were  restrained  from  installing  in  their  plants  a 
complete  task  and  bonus  system  by  union  opposition. 

The  Endorsement  of  Experience 

What  does  the  experience  of  seven  Chicago  printing 
plants  with  the  task  and  bonus  method  of  work  and 
wages  payment  show? 

1.  Of  seven  plants,  two  operate  all  mechanical  de- 
partments on  the  task  and  bonus  method,  and  another 
operates  all  departments  except  one  where  time-studies 
are  in  progress  preparatory  to  its  introduction  there. 

2.  One  concern  was  discontinuing  its  use  because 
union  employees  were  required  by  union  regulations  to 
refuse  task  and  bonus  payments.  Any  employer  adopting 
a  production  bonus  would  encounter  the  strongest 
antagonism  of  union  labor. 
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3.  Three  other  plants  are  using  task  work  and  bonus 
payments  only  to  a  limited  extent  in  the  press  room  or 
in  the  bindery.  In  the  strict  sense,  these  plants  as  a 
whole  operate  on  the  straight  wages  system. 

4.  Relatively  large-scale  plants  are  best  adapted  for 
the  successful  introduction  of  a  task  and  bonus  scheme. 
Reasons  for  this  are:  (a)  large  volume  of  business  with 
resulting  possible  subdivisions  of  the  work  of  the  trade 
into  simpler  processes;  (b)  heavy  capital  investment 
necessary;  and  (c)  greater  strength  to  withstand  union 
opposition. 

r^.  The  employers,  whether  open,  non-union  or  union 
shop,  are  unanimous  in  reporting  that  production  per 
employee  is  greater  when  employees  are  on  task  and 
bonus  work. 

6.  Some  union  employers  felt  the  restraint  of  union 
opposition  and  were  prevented  by  it  from  extending  the 
bonus  scheme  throughout  their  plants. 

General  Conclusions 

1.  Task  and  bonus  schemes  bring  with  them  pos- 
sibilities of  enormous  increase  in  productive  efficiency. 

2.  Emphasis  upon  knowledge  of  facts  as  to  efficient 
plant  organization  and  upon  measurement  of  actual 
work  accomplished  by  each  man  as  a  basis  for  wages 
suggests  the  value  of  a  concrete  method  of  approach 
to  all  other  aspects  of  industrial  problems.  Among  these 
other  aspects  about  which  facts  should  be  gathered  are 
the  effects  of  task  work  upon  the  longevity,  health, 
absenteeism  and  regularity  of  employment  of  the  work- 
ers. 

3.  Efficiency  bonus  schemes  as  administered  hereto- 
fore are  defective  because  arbitrary  judgment  is  depend- 
ed upon  to  decide  whether  bonus  payments  shall  begin 
in  a  particular  plant  at  66y3  per  cent,  75  or  other  per  cent 
of  a  standard  time  performance,  what  the  rates  of  bonus 
as  well  as  the  standard  time  limits  themselves  shall 
be.  and  what,  if-any,  penalties  and  deductions  should  be 
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imposed  for  spoilage  and  inferior  work.  However  well- 
intentioned  the  management  of  a  plant  may  be,  the  power 
thus  to  set  time  limits  for  efficient  work  and  to  alter 
them  as  conditions  change  may  be  easily  misused  in 
actual  operation  by  subordinates  so  as  to  undermine  the 
morale  of  the  working  force. 

4.  Any  bonus  scheme  under  which  it  is  impossible 
for  the  workmen  to  understand  how  to  calculate  their 
individual  bonuses  each  week  is  a  source  of  mistrust, 
discontent  and  complaint.  These  conditions  invariably 
tend  to  produce  an  excessive  labor  turnover. 

5.  The  contention  of  organized  labor  that  task  and 
bonus  work  is  a  "driving/'  "nerve  racking,"  "speeding 
up,"  "sweat-shop"  scheme  for  keeping  wages  low  and 
increasing  the  employer's  profits  is  mentioned  here  only 
for  what  it  is  really  worth.  Complete  facts  and  proof 
to  the  contrary  are  the  best  means  of  refuting  exaggerat- 
ed charges  at  this  point.  Educational  measures  may  also 
be  used  to  overcome  uninformed  opposition  and  pre- 
judice against  sound  methods  of  improving  individual 
efficiency. 

BONUS  FOR  TYPISTS  * 

Briefly  stated,  this  is  a  bonus  payment  plan  based  on 
an  actual  quantity  and  quality  measurement  of  work 
done. 

When  we  decided  to  try  out  some  such  plan  in  one 
of  our  departments,  we  thought  it  best  to  prepare  the 
ground  thoroughly.  We  did  not  want  to  waste  effort, 
time,  and  money  in  too  much  experimenting,  and  so  we 
went  at  the  problem  with  a  view  to  preparing  everything 
that  might  affect  its  successful  carrying  out  under  the 
most  favorable  conditions. 

Why  We  Felt  We  Must  First  Standardize 
We  realized  early,  that  before  installing  bonus  sys- 
tems based  on  comparative  amounts  of  work  for  groups 

1918.^^^900.'"*-     ^°"^8°'""y'  Ward  &  Co..  Chicago.     System.  June. 
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of  workers  similarly  employed,  it  would  be  necessary  to 
standardize  as  far  as  possible  all  equipment,  details,  and 
methods  before  a  fairly  apportioned  task  could  be  set 
for  any  given  length  of  time. 

The  first  thing  for  us  to  go  after,  then,  was  the  physi- 
cal arrangement  of  the  desks  and  chairs  of  the  operators. 
These  with  us  were  already  quite  satisfactory.  A  table 
had  been  standardized  which  occupies  the  least  floor 
space  consistent  with  adequate  provision  for  working 
materials,  while  the  standard  chair  is  one  on  which  the 
height  of  the  seat,  height  of  the  back  support,  and  the 
angle  between  the  seat  and  the  back  can  be  regulated. 
The  back  is  pushed  forward  by  a  spring  and  thereby 
offers  support  to  one  sitting  erect.  When  this  chair  is 
used  with  the  foot  bar,  which  we  also  think  is  necessary 
for  ease  and  speed  in  working,  the  operator  can  keep  a 
correct  position  with  comfort  throughout  the  day. 

Detachable  racks  and  cabinets  suitable  to  the  particu- 
lar kind  of  work  for  which  they  are  used  have  been  de- 
signed and  are  being  installed  as  rapidly  as  possible; 
later  on,  therefore,  we  hope  to  be  able 'to  show  even 
better  results  than  those  we  are  telling  about  in  this 
article. 


How  We  Help  the  Workers  Increase  Their  Output 

We  also  taught  the  stenographers,  tvpists,  and  opera- 
tors how  they  could  most  economically  handle  their  sta- 
tionery to  consume  the  least  possible  time  in  placing  it 
in  the  machines.  We  reasoned  that  haphazard  ways  of 
performmg  these  operations  would  be  a  source  of  con- 
siderable variation— in  the  long  run— in  the  operator's 
bonus ;  but  if  she  were  taught  the  easiest  and  quickest 
way  ni  which  to  make  each  movement,  she  would  in  the 
end  be  able  to  accomplish  just  so  much  more. 

Here,  for  instance,  are  a  few  directions  from  the  set 
of  instructions  worked  out— each  of  them  is  now  fully 
explamed  to  the  new  worker: 
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When  you  make  your  pick-up  of  letterhead  and  manila  paper, 
reach  over  to  the  cabinet  but  once  and  bring  away  all  papers 
with  the  left  hand.  While  picking  up  these  papers  in  the  left 
hand  take  up  the  carbons  in  the  right  hand  and  bring  all  papers 
together  at  the  left  of  the  machine.  Place  the  carbons  as  nearly 
in  the  correct  position  as  you  can  with  one  movement  of  the 
hand  for  each  carbon. 

Place  envelops  in  the  pigeonhole  face  up  and  flaps  turned 
away  from  the  machine,  turn  the  wrist  as  you  carry  them  to 
the  typewriter,  and  they  will  be  in  the  proper  position  to  insert. 

Tie  your  eraser  to  the  typewriter  on  the  side  of  the  stronger 
hand.  Three  or  four  nibber  bands  linked  together  are  better 
than  a  string. 

The  last  rule,  though  perhaps  a  seeming  tritle,  becomes 
really  quite  significant  when  you  multiply  the  time  con- 
sumed in  the  search  for  the  eraser  by  the  number  of 
times  a  day  the  search  is  made  and  by  the  number  of 
girls.  A  low  estimate  is  one  erasure  for  each  letter  one- 
sixth  of  a  minute  to  find  the  eraser  each  time,  one  hun- 
dred letters  a  day,  or  an  actual  loss  of  about  fifteen  min- 
utes a  day  for  each  worker  for  this  simple  cause. 

It  was  our  desire  to  base  payment  as  nearly  as  pos- 
sible on  the  actual  output  of  the  persons  aft'ected,  and  so 
the  foundation  of  the  system  had  to  be  an  accurate 
method  of  measuring  the  output.  The  square-inch 
method  of  measurement — that  which  measures  areas  of 
typewritten  matter — we  found  would  not  give  the  ac- 
curacy we  required.  One  of  its  deficiencies,  for  example, 
is  that  it  does  not  make  allowances,  without  extra  figur- 
ing, for  paragraph  spacing,  which  varies  considerably 
with  different  correspondents.  One  operator,  transcrib- 
ing the  letters  of  a  man  given  to  frequent  paragraphing, 
could  gain  an  undeserved  increase  in  bonus  over  other 
operators. 

Therefore  we  made  our  unit  of  measurement  the  line, 
with  a  standard  length  of  six  inches.  The  margin  bell 
was  set  to  ring  just  before  the  full  length  ni  the  line 
had  been  reached  by  the  girl. 

Our  Plan  for  Measuring  Each  Worker's  Production 
For  measuring  letter  length  all  that  was  needed,  then, 


EMPLOYEES    AND    EXECUTIVES 


159 


was  a  scale  which  would  give  us  the  number  of  full- 
length  lines.  Two  scales,  transparent  celluloid  rect- 
angles six  ind  one-half  inches  wide  and  nine  and  one- 
half  inches  long,  were  worked  out  to  take  care  of  the 
different  spacing  between  the  lines  on  the  two  makes 
of  typewriters  we  had  standardized  on.  The  vertical 
lines  at  the  right  are  to  guide  the  measurer  in  seeing 
at  a  glance  that  the  standard  length  line  is  written. 

The  work  is  measured  by  observing  the  total  number 
of  lines  in  the  body  of  a  letter  as  show^n  by  this  scale  and 
noting  on  the  record  sheet  with  the  number  of  paragraphs. 
There  is  a  double  spacing  between  paragraphs  and  under 
the  law  of  averages  we  find  that  the  average  of  the  end 
lines  for  the  day  equals  a  half  line.  Therefore  the  equiv- 
alent of  one  and  one-half  lines  for  each  paragraph  in  the 
letter  is  deducted  from  the  total  number  of  lines. 

There  are  also  a  number  of  what  we  call  "recurring 
factors"  in  each  letter,  such  as  the  time  to  take  up  and  in- 
sert the  paper  in  the  machine  and  to  type  the  name,  ad- 
dress, date,  salutation,  closing,  and  the  initials  of  the 
correspondent  and  typist.  By  time  study  these  were  de- 
termined in  this  particular  division  to  be  the  equivalent 
of  five  line-units.  This  varies  slightly  m  different  depart- 
ments according  to  the  nature  of  the  w^ork.  At  the  end 
of  the  day  the  number  of  line  units  of  work  accomplished 
by  each  operator  is  obtained  by  the  total  number  of  lines 
measured,  less  one  and  one-half  times  each  paragraph, 
plus  five  times  the  number  of  letters  written.  Special 
allowances  are  also  made  for  special  kinds  of  work. 

So  much  for  the  plans  that  have  to  do  with  the 
actual  computation  of  output.  Our  next  consideration 
was  the  reward.  Careful  time  studies  showed  that  an 
output  of  one  hundred  and  fifty  lines  an  hour  was  a  fair 
task.  By  this  is  meant  that  a  reasonably  good  operator 
can  produce  under  standard  conditions  and  without  un- 
due effort  for  a  period  of  eight  or  nine  hours  a  day  this 
amount  of  work,  and  that  she  can  increase  this  amount 
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by  at  least  100  per  cent  as  she  becomes  more  proficient 
in  her  work  and  more  nearly  an  expert  operator. 

The  proper  salary  to  pay  for  this  standard  output 
was  determined  by  an  analysis  of  comparative  wages  on 
similar  work  in  other  industries,  as  it  is  our  desire  always 
to  pay  at  least  a  little  better  than  the  market  demands 
with  the  bonus  earnings  as  an  entirely  supplemental  re- 
ward. 

Making  the  Rates  Fair  for  Everybody 

In  addition  to  experienced  operators,  we  employ  be- 
ginners who  have  just  graduated  from  school  and  others 
with  but  little  experience.  To  give  all  of  them  the  proper 
incentive  to  improve  their  work,  the  scale  was  graded 
several  steps  below  the  standard,  so  that  these  beginners 
would  still  have  the  incentive  of  the  bonus. 

Figuring  from  the  standard  we  determined  ninety 
lines  an  hour  as  the  proper  output  for  a  beginner  and 
graded  the  output  for  each  $1  increase  in  salary  as  is 
shown  by  the  scale  below.  "X"  is  used  to  indicate  the 
beginner's  salary  and  "Y,"  which  is  $6  a  week  more,  is 
the  standard  salary: 

How  "Labors  Share"  Is  Determined 

Over  150  lines  an  hour $Y  and  bonus 

Over  140  lines  an  hour $(X  -h  5)  and  bonus 

Over  130  lines  an  hour $(X  -f-  4)   and  bonus 

Over  120  lines  an  hour $(X  +  3)   and  bonus 

Over  no  Hnes  an  hour $(X  -f-  2)   and  bonus 

Over  100  lines  an  hour $(X  +  1)  and  bonus 

Over    90  lines  an  hour $X  and  bonus 

The  fact  that  the  salaries  can  be  hidicated  by  sym- 
bols shows  the  flexibility  of  the  system.  As  the  standard 
•output  was  scientifically  determined  at  one  hundred  and 
fifty  lines  an  hour  it  remains  constant,  but  the  values  of 
X  and  Y  can  be  and  are  being  increased  to  amounts  con- 
sistent with  general  labor  conditions. 

Now,  just  what  does  this  scale  of  wages  mean  in 
actual  practice  ?  It  means  that  when  we  employ  a  young 
woman  at  the  standard  salary  we  expect  her  to  be  able 
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to  get  out  one  hundred  and  fifty  lines  of  typewritten 
copy  an  hour  for  forty  hours  each  week.  She  may  be 
able  to  produce  that  much,  and  again  she  may  not.  But 
her  weekly  record  as  it  is  reported  by  the  measurers  will 
soon  show  us  her  comparative  value. 

And  that  I  consider  as  one  of  the  chief  advantages 
of  the  installation.  For  we  never  cut  down  the  salary 
even  if  the  worker  is  employed  for  much  more  than  she 
really  earns.  But  when  slack  periods  come  or  changes 
make  it  necessary  to  redistribute  workers,  we  can  lay 
off  or  put  at  other  work  girls  who  are  not  earning  their 
salaries.  This  eliminates  the  guesswork  which  is  really 
the  chief  cause  of  "firing"  in  so  many  offices. 

This  weekly  record  is  also  the  basis  for  promotion  of 
those  who  deserve  it  to  secretarial  and  other  better  posi- 
tions, and  thus  further  rewards  for  loyalty  and  length 
of  service. 

Of  course,  accuracy  in  letter  writing  as  in  any  other 
work  is  of  more  importance  than  speed.  So  we  gradu- 
ated the  payment  for  output  in  such  a  way  that  a  worker 
will  make  more  for  accurate  and  neat  work  at  less  speed 
than  she  will  for  a  greater  amount  of  work  marred  by 
mistakes. 

Therefore  we  established  the  following  rates  of  pay- 
ment— for  the  excess  over  the  regular  salary — for  stenog- 
raphers and  dictating  machine  operators : 

10  cents  for  70  lines — 

rate  of  payments  if  no  errors  are  made  in  a  day 
10  cents  for  100  lines — 

rate  of  payment  if  i  error  is  made  in  a  day 
10  cents  for  120  lines — 

rate  of  payment  if  2  errors  are  made  in  a  day 
10  cents  for  150  lines — 

rate  of  payment  if  3  to  5  errors  are  made  in  a  day 
No  bonus  is  paid  if  more  than  5  errors  are  made. 

The  scale  is  based  on  our  rule  of  paying  at  least  51 
per  cent  of  the  savings  over  the  required  output  to  the 
worker.  In  this  instance  it  is  considerably  more  for  per- 
fect work. 
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The  scale  of  wages  and  rates  of  payment  for  typists 
are  slightly  lower  than  these  tables,  because  of  the  nature 
of  the  work ;  but  typists  are  promoted  as  soon  as  they  are 
qualified,  which  gives  them  an  incentive  to  learn  the  other 
classes  of  work.  It  may  seem,  too,  that  the  dictating 
machine  operators  have  an  advantage  over  the  stenog- 
raphers in  that  they  need  to  take  no  time  off  for  dicta- 
tion. The  disadvantage — quantitatively  measurable  as  a 
loss  of  approximately  one-fourth  of  their  bonus-earning 
time — is  more  than  offset,  we  think,  in  the  greater  chance 
the  stenographer  has  over  the  operator  of  passing  into 
other  work,  such  as  that  of  a  private  secretary. 

A  count  of  the  errors  in  each  day's  work  is  turned 
in  by  the  correspondents  to  the  supervisors,  who  also  keep 
a  record  of  each  girl's  time  so  that  her  bonus  will  be 
figured  only  on  the  time  she  has  actually  spent  in  typing. 
This  eliminates  any  chance  that  her  bonus  earnings  will 
be  unfairly  reduced  by  necessary  interruptions  for  taking 
dictation,  for  special  work,  or  for  some  other  cause. 

Each  batch  of  letters  goes  to  the  measurers,  who 
record  simply  the  number  of  lines  and  paragraphs,  with 
the  girl's  time-clock  number.  From  the  two  records,  the 
error  count  and  the  output  totals,  the  bonus  is  worked 
out  at  the  end  of  each  week. 

This  bonus  plan  has  proved  more  valuable  even  than 
we  had  hoped.  It  has  cut  typing  costs  m  the  department 
in  which  it  was  worked  out — we  are  now  gradually  in- 
stalling it  on  other  general  typing  activities — by  about 
25  per  cent.  The  addition  of  two  girls  and  part  of  the 
time  of  a  third  for  measuring  and  figuring  bonus  for 
nearly  one  hundred  workers  is  only  about  3  per  cent  of 
the  payroll  of  the  department.  Output  as  a  whole  has  in- 
creased 50  per  cent. 

Best  of  all,  perhaps,  we  have  a  reliable  record  of  what 
the  individual  workers  can  really  do.  W'e  can  pick  out 
those  who  are  worth  their  wages  to  us  and  those  who 
are  not — not  a  negligible  advantage  at  a  time  when  it 
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behooves  us  all,  in  whatever  business  we  are,  to  make  the 
most  of  labor  and  time. 

What  We  Have  to  Consider  in  Grading  Workers 

It  is  seen  that  under  this  method  the  lowest-salaried 
workers  are  not  necessarily  the  least  valuable.  They  may 
be  earning  their  pay  and  the  higher-paid  girl — who  has 
been  employed  on  her  past  record  of  experience  and  sal- 
ary— may  fall  far  short  of  hers.  The  only  criterion  to 
consider,  then,  is  whether  the  output  (quality  and  quan- 
tity) is  commensurate  with  the  salary.  In  employing 
new  workers,  we  engage  the  best  available,  paying  ac- 
cording to  previous  experience  and  past  earnings. 

We  have  now  considered  the  advantages  to  the  com- 
pany, but  the  fact  must  not  be  overlooked  that  the 
workers  have  also  greatly  profited  by  increased  guaran- 
teed wages  and  additional  bonus  earnings.  Some  indi- 
viduals have  gone  much  farther  than  the  average,  in  some 
instances  getting  out  up  to  100  per  cent  more  work  than 
before  this  system  was  adopted. 

This  increase  is  due,  undoubtedly,  to  the  fact  that 
salaries  rise  just  as  fast  as  output  consistently  grows. 
A  girl  who  for  three  successive  weeks  adds  ten  extra 
lines  an  hour  to  her  wage  standard  automatically  passes 
into  the  next  higher  group,  receiving  an  additional  dollar 
a  week  in  salary.  Her  bonus  earnings  are  then,  of  course, 
figured  on  the  excess  output  above  the  output  standard 
corresponding  to  her  new  wage. 

One  girl's  record  illustrates  the  possibilities  for  the 
worker.  About  a  year  ago  this  girl  came  to  us  as  a  be- 
ginner typist  just  out  of  school.  About  eight  months 
ago  she  was  placed  on  bonus  to  start  at  the  same  salary. 
She  immediately  began  increasing  her  output  and  raised 
her  salary  every  few  weeks,  until  she  is  now  receiving 
as  a  dictating  machine  operator  $7  a  week  more  than  her 
starting   salary  and  in  addition  a  $2   or  larger  bonus 
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regularly  each  week.  Some  of  our  other  operators  are 
regularly  earning  $5  to  $6  weekly  besides  the  maximum 
guaranteed  wage ;  they  have  besides,  of  course,  advance- 
ment to  other  work  to  look  forward  to. 


BONUS  SYSTEM  IN  FORGE  SHOP  ^ 

The  shell  forging  plant  of  the  Hydraulic  Pressed 
Steel  Co.,  Cleveland,  consisted  of  five  complete  units, 
which  were  named  A,  B,  C,  D  and  E.  The  men  were 
paid  an  hourly-rate  plus  a  bonus  for  increased  output 
based  on  the  plant  as  a  whole.  At  the  start,  production 
was  only  moderate,  the  men  being  satisfied  to  pool  their 
earnings  with  the  other  units.  It  was  soon  noticed,  how- 
ever that  A  unit  worked  more  smoothly  than  the  others, 
ahhough  B  unit  was  equaling  its  production.  Consider- 
able rivalry  sprung  up  between  the  two  as  to  which  could 
produce  the  most  forgings.  Meanwhile  the  rest  of  the 
units  were  struggling  along  with  only  fair  or  indififerent 
results.  One  night  a  workman  on  D  unit  shouted  to  his 
helper,  "We  should  worry,  A  and  B  are  going  fine,  why 
should  we  kill  ourselves?"  An  analysis  showed  that  A 
and  B  had  been  getting  less  earnings  than  they  were 
justly  entitled  to  and  the  others  were  getting  more  than 
their  share.  Each  unit  was  put  on  its  own  merits.  Pro- 
duction did  not  jump  immediately,  as  it  took  several 
weeks  to  weed  out  the  laggards,  but  within  a  reasonable 
time  the  number  of  forgings  turned  out  in  that  plant  more 
than  doubled. 

The  Hydraulic  Pressed  Steel  Co.  has  an  inter- 
esting method  of  paying  these  men.  There  were 
twenty-one  men,  who  worked  for  a  base-rate  of  ZS 
cents  per  hour.  The  more  skilled,  who  were  called  No.  1 
men,  worked  for  a  base-rate  of  35  cents  per  hour  and 

*  from  a  paper  presented  at  a  meeting  of  the  Industrial  Association  of 
Cleveland,  by  George  C.  Brainard,  General  Manager,  Hydraulic  Pressed 
bteel  Company,  Cleveland.    Iron  Trade  Review,    p.  247.    July  22    1920 
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the  other  at  30  cents  per  hour.  As  a  day's  work  of  eight 
hours,  a  rate  of  three  hundred  forgings  was  established 
and  it  was  possible  to  make  them  in  an  hour  if  every- 
thing worked  smoothly.  For  all  over  three  hundred  forg- 
ings 6  cents  was  paid,  which  was  equally  divided  among 
the  twenty-one  men,  and  they  averaged  between  $8  and 
$10  per  day.  The  reason  for  the  low  hourly-rate  was 
that  breakdowns  and  tool  changes  occurred  frequently, 
causing  shut-downs  from  fifteen  to  twenty  minutes  to 
several  hours,  but  no  matter  what  time  during  the  shift  a 
breakdown  occurred  their  one  idea  was  to  get  it  going 
again  to  make  the  bonus. 

A  similar  scheme  was  applied  to  an  assembly  propo- 
sition in  the  frame  shop.  Originally  there  were  thirty- 
three  men  in  the  unit,  and  a  rate  was  set.  Production 
ran  along  smoothly.  One  day  one  of  the  men  asked  if 
the  rate  would  stand  if  of  their  volition  they  cut  down 
the  number  of  men  on  the  unit.  After  being  assured  that 
it  would  be  maintained,  men  were  gradually  eliminated 
from  that  unit  until  only  twenty-three  were  left.  They 
very  materially  increased  their  wages  and  there  was  no 
expensive  turnover.  The  company  gamed  by  reducing 
the  percentage  of  overhead  and  the  men  made  more 
money.  These  men  became  very  expert  on  particular  oper- 
ations and  materially  increased  production  over  the 
previous  records  set  by  thirty-three  men.  The  writer  is 
thoroughly  convinced  that  the  job  of  every  man  in  the 
plant  must  be  measured  and  a  normal  output  determined 
for  it.  Then  employers  must  pay  extra  to  the  individuals 
for  all  work  over  normal.  If  an  incentive  of  some  kind 
over  and  above  an  hourly-rate  is  not  furnished  the  highest 
possible  production  cannot  be  expected  from  them. 

Explains  Point  System 

The  idea  of  the  point  system  is  briefly  this:  First  the 
normal  standard  is  determined  for  every  operation,  this 
normal  being  equivalent  to  the  time  required  by  a  normal 


EMPLOYEES   AND    EXECUTIVES 


167 


man  under  normal  conditions  to  perform  a  given  opera- 
tion. Every  man  of  the  same  degree  of  skill  has  the 
same  basic-rate  so  that  all  are  on  an  equal  plane,  that 
of  the  same  base-rate  of  production  measured  by  the 
same  normal  standards.  All  production  over  normal  is 
then  paid  for  in  direct  relation  to  the  man's  rate  per  hour, 
giving  extra  pay  in  direct  proportion  to  extra  results. 

This  extra  pay  is  divided  75  per  cent  to  the  man, 
and  25  per  cent  to  supervision,  as  both  are  paid  normal 
rates  for  normal  production  and  both  must  cooperate  to 
produce  more  than  normal.  Since  it  is  the  management's 
responsibility  to  furnish  men  with  work  at  all  times,  any 
failure  to  do  this,  is  allowed  the  man  at  his  normal  pro- 
ductive rate  per  hour.  He  then  has  the  protection,  first, 
of  his  basic-rate  per  day;  second,  of  guaranteed  stand- 
ards, and  third,  being  assured  by  management  that  it  will 
assume  responsibility  for  its  failure  to  provide  him  op- 
portunity. Thus  his  earnings  are  always  in  direct  relation 
to  his  eftorts. 

Importance  of  Cost  Keeping 

The  cost  of  any  manufactured  product  may  be  sub- 
divided under  material,  productive  labor  and  overhead. 
A  factory  cost  accounting  department  usually  confines 
its  efforts  to  accurately  finding  and  recording  the  cost  of 
material,  productive  labor  and  such  overhead  as  may 
specifically  apply  to  plant  operation.  This  information 
is  then  transferred  to  the  general  accounting  department 
where  records  of  all  other  expense  under  overhead  are 
kept  and  the  difference  between  the  cost  as  determined  by 
them  and  the  sales  price  means  profit  or  loss. 

Systems  for  quickly  bringing  accurate  information 
to  the  attention  of  the  factory  or  production  managers 
are  necessary.  The  degree  to  which  prompt  and  efficient 
attention  is  given  to  known  running  costs,  checked 
against  previously  estimated  costs,  measures  the  differ- 
ence   between    profitable  and    unprofitable     production. 
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Every  effort  should  be  made  to  know  as  much  as  pos- 
sible of  the  daily  standing  and  cost  of  each  job  in  the 
plant,  plus  as  much  as  possible  of  the  general  operat- 
ing cost.  It  does  not  do  anyone  any  good  to  know  on 
the  twentieth  of  next  month  that  a  certain  job  com- 
pleted the  first  two  weeks  of  the  month  entailed  a  loss. 
It  is  too  late  to  do  anything  about  it.  We  must  get 
right  down  to  a  basis  of  knowing  about  production 
costs  daily.  Plants  operating  on  piece-work  or  standards 
largely  predetermine  shop  costs.  However,  in  many 
cases  minimum  day-rates  are  guaranteed  and  costs  have 
to  be  figured  on  all  jobs  which  fall  below  standard.  The 
list  of  below-standard  jobs  shows  immediately  where  at- 
tention is  needed  in  the  factory. 

Cost  finding  is  one  of  the  most  important  functions 
m  any  manufacturing  business.  In  many  plants  it  is 
looked  upon  by  the  operating  force  as  a  necessary  evil. 
Perhaps  this  is  due  to  the  fact  that  boys  are  used  who 
cannot  realize  the  importance  of  doing  their  work  ac- 
curately, while  the  value  of  any  cost  accounting  depart- 
ment depends  almost  entirely  on  how  accurately  and 
how  quickly  it  secures  and  tabulates  detail  shop  infor- 
mation into  usable  form.  Men  must  be  trained  to  under- 
stand the  responsibility  of  their  jobs.  After  factory  data 
is  collected  three  kinds  of  records  are  necessarv :  First, 
daily  reports  to  the  factory  or  production  manager; 
second,  permanent  records  of  costs  by  jobs  for  future 
estimating  purposes,  and  third,  general  operating  costs 
for  purposes  of  periodic  comparison  and  for  use  in  keep- 
ing the  general  books  of  account. 

It  is  advisable  to  have  the  cost  accounting  depart- 
ment closely  harmonize  with  the  general  accounting  de- 
partment. One  of  the  most  useful  figures  in  business, 
particularly  for  purposes  of  comparison,  is  the  sales  dol- 
lar. By  resolving  each  dollar  of  sales  back  into  its  ele- 
ments—so many  cents  for  material,  so  many  cents  for 
overhead  and  so  many  cents  profit— the  simplest  kind  of 
figures  to  work  with  are  found. 
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THE  BONUS  SYSTEM  APPLIED  TO  MINING^ 


Several  articles  have  appeared  lately  in  various  tech- 
nical publications,  dealing  with  the  bonus  or  contract 
system  as  applied  to  underground  labor,  but  in  all  this 
mass  of  information  and  opinions  there  is  one  important 
consideration  that  has  not  been  dwelt  upon.  In  mining 
work  the  Blue  Bell  mine  is  trying  to  adopt  a  bonus  sys- 
tem, which  works  out  with  excellent  results  in  a  shop 
where  the  piece-work  system  is  successful  and  where 
it  is  possible  to  limit  the  operations  and  movements 
necessary  to  do  a  certain  job;  but  when  attempt  is  made 
to  adopt  the  method  underground,  it  often  fails  miser- 
ably, which  is  due  to  the  many  variations  in  the  char- 
acter of  the  work. 

Occasionally  there  are  certain  classes  of  work  which 
can  be  placed  on  a  definite  bonus  system  and  which  will 
work  out  satisfactorily  both  for  enployee  and  the 
employer — such  work  as  shoveling  in  a  large  stope  where 
there  is  a  constant  supply  of  broken  ore,  or  in  tram- 
ming ore  or  waste  on  a  level  where  the  operation  is  de- 
finite and  the  supply  more  or  less  regular.  Also  certain 
classes  of  work,  such  as  drilling  in  a  large  stope  where 
the  conditions  from  day  to  day  do  not  vary  too  greatly, 
or  in  driving  a  drift  or  crosscut  where  the  ground  is  uni- 
form in  character. 

Delav  IX  Computing  Bonus  liREKDs  Dissatisfaction 

When  such  conditions  are  constant  enough  one  is 
able  to  estimate  a  certain  task  tor  a  day's  work,  and 
any  unit  of  work  above  this  task  can  be  used  as  a  unit 
for  a  bonus  to  the  workman  concerned.  The  amount  to 
be  paid  is  generally  determined  at  the  end  of  two  weeks 
or  a  month,  as  the  case  may  be,  and  at  the  end  of  that 
period  the  company  engineer  measures  up  the  particular 
working  place  and  calculates  what  the  daily  output  has 

/By   \y.   V.   De  Camp,   Mine   Superintendent,   Blue   Bell   Mine,    Mayer 
Arizona.     Engineering   and  Mining  Journal.      105  :  461-2.      March   9,    1918.' 
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been;  after  which  a  bonus  notice  is  posted  to  the  effect 
that  John  Doe  has  earned  a  bonus  for  the  period  of  a 
certain  amount  per  day.  John  Doe,  on  seeing  this  notice, 
if  he  happens  to  think  he  has  earned  more  than  is  stated, 
is  incHned  to  be  peeved,  and  decides  in  his  own  mind 
that  the  system  is  a  fake  and  designed  for  the  company 
alone;  that  he  will  get  paid  only  a  certain  amount  any- 
how. As  a  result  he  ceases  to  put  forth  any  effort 
toward  earning  a  bonus,  and  since  he  waits  fifteen  or 
thirty  days  to  find  out  what  his  earnings  were,  he  is 
likely  to  slow  down  to  a  leisurely  pace  and  forget  about 
the  bonus. 

The  above  statement  is  made  from  observation  dur- 
ing many  years  of  effort  to  institute  a  bonus  system  for 
general  mining  work  that  will  be  satisfactory'  both  to 
the  employee  and  the  employer,  and  carries  a  fu'l 
realization  of  the  many  difficulties  to  be  expected.  As 
a  result  of  this  experience  the  conclusions  I  have  reached 
are  that  the  principal  fault  lies  with  the  employer,  in 
that  he  does  not  give  his  bonus  system  sufficient  super- 
vision ;  and  both  close  supervision  and  a  daily  check  on 
results  are  necessary  to  success. 

For  the  average  miner  or  laborer  working  under  a 
bonus  system  it  is  not  sufficient  to  know  the  results  of 
his  labor  everv  fifteen  or  thirtv  davs.  He  should  know 
positively  at  the  end  of  every  working  day,  or  before  he 
goes  to  work  the  next  shift,  what  he  has  earned.  This 
is  not  a  new  idea  by  any  means,  but  it  is  a  psychological 
fact  that  whatever  one  succeeds  in  impressing  most 
forcibly  on  an  individual's  mind  will  eventually  become 
his  most  marked  jjoint  of  view.  To  apply  this  to  mining 
close  supervision  is  essential,  and  it  becomes  necessary  to 
reduce  the  number  of  men  working  under  each  boss  or, 
what  I  consider  much  more  satisfactory,  to  employ  a 
separate  checker  to  handle  bonus  details  for  from  thirty 
to  forty  men.  This  man  can  be  directly  under  the  shift 
boss,  but  gets  his  bonus  rates  from  the  mine  office,  as 
determined  for  the  various  working  faces,  and  is  directly 


responsible  to  the  office  for  the  results  of  his  work. 
He  should  be  supplied  with  record  cards  showing  the 
working  place  of  every  man  and  should  detail  on  these 
the  class  of  work  and  the  amount  of  bonus  earned  by 
each.  The  card  records  can  then  be  summarized  daily, 
and  a  notice  posted  to  the  effect  that  certain  men  have 
or  have  not  made  a  bonus.  It  is  just  as  essential  that 
the  bonus  earners  be  posted  as  it  is  for  those  that  have 
earned  none.  \W  posting  the  notices  daily  every  man 
is  made  acquainted  with  the  earnings  of  himself  and 
others. 

The  bonus  idea  should  thus  be  kept  alive  in  the  minds 
of  the  men,  and  if  any  question  arises  it  can  be  brought 
up  and  settled  at  once.  The  miner  working  in  a  drift 
should  know  just  how  much  ground  he  is  breaking  per 
round,  which  makes  daily  measurements  of  every  head- 
ing necessary.  The  cards  for  each  working  place  should 
state  the  time  lost  due  to  causes  not  under  the  control 
of  the  man,  and  the  shift  should  be  divided  into  two 
parts.  Thus  if  a  miner  is  held  up  all  the  morning  by 
being  forced  to  bar  down  a  dangerous  back,  and  in  the 
afternoon  does  an  unusual  amount  of  work,  he  should 
receive  credit  for  the  full  shift  at  the  same  rate  of  earn- 
ing he  has  made  during  the  afternoon.  Bonus  rates 
should  be  posted  on  each  level  or  at  the  entrance  to  each 
working,  and  every  new  man  starting  to  work  should  be 
made  fully  acquainted  with  the  methods  in  use  and  rates 
of  pay  and  bonus. 

This  may  appear  complicated  to  the  manager,  and  the 
idea  of  increasing  the  number  of  bosses  and  clerks  will 
probably  meet  objections,  but  once  the  confidence  of  the 
men  is  obtained  and  the  system  well  started  it  will  work 
out  nicely  and  will  tend  greatly  toward  maintaining  or 
increasing  the  average  rate  of  the  work  performed. 

Care  Essential  in  Figuring  Bonus 

As  to  the  method  of  determining  the  bonus  to  be  paid 
in  a  particular  case,  I  have  found  that  one  cannot  be  tog 
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careful  in  establishing  this  figure,  and,  once  established, 
the  rate  should  not  be  changed  except  in  the  event  of  a 
change  in  wage  scale  or  the  adoption  of  some  new  con 
dition  or  mining  method  that  would  make  the  old  rates 
impossible.  Careful  records  of  past  performance  and 
a  study  of  actual  conditions  should  be  made  as  the  basis 
of  the  rate,  and  I  have  found  that  where  a  certain 
amount  per  man  has  obtained  for  a  certain  period  it  is 
well  to  accept  this  as  the  base  rate  and  begin  the  bonus 
from  this  point,  increasing  at  a  regular  rate  as  the 
work  increases.  In  the  event,  however,  that  the  em- 
ployer feels  that  the  average  has  been  entirely  too  low, 
it  is  well  to  begin  at  a  low  rate  and  gradually  increase 
the  unit  rate  as  greater  output  is  obtained. 

As  an  illustration  of  the  first  case,  assume  a  carman 
trams  thirty  cars  per  day  from  a  certain  chute.  The 
cost  to  the  company  on  a  base-rate  of  $5  per  day  will  be 
16.67  cents  per  car.  With  a  bonus  based  on  50  per 
cent  of  the  cost  the  carman  would  therefore  receive, 
say  8  cents  per  car  for  every  car  over  thirty.  If  he 
can  save  a  little  time  at  the  beginning  and  end  of  the 
shift  and  not  "take  five"  too  often,  it  would  be  quite 
possible  for  him  to  increase  his  output  by  four  cars, 
thereby  increasing  his  wages  6.4  per  cent  and  decreasing 
the  cost  per  car  to  the  company  by  6.06  per  cent.  This 
means  a  direct  saving  of  approximately  3>4  cents  per 
carman  per  day  for  the  company.  If  the  same  amount 
could  be  saved  on  the  labor  of  invty  men,  it  would  be 
sufficient  to  pay  the  wages  of  the  extra  boss  and  leave 
a  good   margin   for  the  company. 

In  a  drift  where  the  average  footage  advance  has 
been  four  feet  per  round  at  a  total  cost  of  $20  for  miners 
and  muckers,  or  $5  per  foot,  the  bonus  to  each  man 
working,  assuming  the  employment  of  two  carmen  and 
two  miners,  might  be  placed  at  50  per  cent  of  the  total 
saving  made.  Thus:  4j^-foot  advance  ^t  $21.25  costs 
$4.72  per  foot,  and  5-foot  advance  at  $22.50  costs  $4.50 
per  foot.     A  direct  return  to  each  man  at  the  4.5-foot 
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rate  of  31  cents  per  day  and  of  62  cents  in  the  last 
case. 

One  thing  that  should  never  be  attempted  is  to  so 
arrange  the  bonus  that  it  will  always  be  constant.  I 
have  often  heard  mine  superintendents  say.  We  want  our 
better  class  men  to  earn  at  least  25  cents  per  day  more 
than  the  scale.  This  is  a  grave  mistake  and  one  that 
will  result  in  the  slowing  up  of  the  men,  as  the  incentive 
is  then  taken  away,  since  this  constant  bonus,  in  the 
eyes  of  the  men,  will  mean  nothing  more  after  a  certain 
period  than  a  straight  increase  in  wages,  and  they  will 
lose  sight  entirely  of  the  bonus  idea.  This  was  aptly 
illustrated  a  few  years  ago  in  the  copper  mines  of 
Arizona,  When  copper  went  up  the  companies  raised 
wages  a  certain  amount  per  unit  increase  in  copper,  with 
the  result  that  every  man,  from  the  mine  superintendent 
down,  felt,  after  the  lapse  of  a  few  months  at  the  in- 
creased wage,  that  his  value  to  the  company  was  the 
total  wage  paid,  and  lost  sight  of  his  base-rate  entirely. 
If  the  companies  at  this  time  had  taken  the  trouble  to 
issue  two  different  checks  for  each  period  worked,  one 
check  for  the  number  of  days  due  at  the  base-rate  and 
the  other  check  of  different  color  for  the  copper  bonus 
paid,  it  would  have  resulted  in  every  man's  looking  upon 
that  bonus  check  in  an  entirely  different  light  and  would 
have  kept  constantly  in  mind  his  actual  base-rate  and 
the  amount  he  was  earning  because  of  the  increase  in  the 
price  of  copper. 

The  bonus  or  task  system,  to  be  entirely  successful, 
should  be  handled  in  a  similar  manner,  and  if  rules  were 
to  be  established  for  a  bonus  system  they  should  be 
grouped  as  follows: 

1.  Never  change  a  bonus  rate. 

2.  Notify  men  daily  of  amounts  earned. 

3.  Notify  every  man  when  he  starts  of  the  exact 
conditions  under  which  he  is  working,  bonus  rates,  etc. 

4.  Keep  the  bonus  idea  constantly  in  mind. 

5.  Pay  all  bonus  by  separate  check. 
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BONUS   PLAN  FOR  AUTOMOBILE  SERVICE 

STATIONS  ' 

All  mechanics  employed  in  the  service  station  of 
Black  &  Maffett,  Dodge  Brothers  distributors,  of 
Atlanta,  Georgia,  work  on  what  might  be  called  a  com- 
bination  salary   and  bonus   system. 

Based  on  the  law  of  averages  we  have  devised  a 
schedule  of  the  time  required  to  complete  almost  any 
job  that  is  brought  into  our  shops,  and  the  work  of 
all  of  our  mechanics  revolves  around  this  schedule.  Each 
mechanic  is  required  to  fill  out  a  card  for  every  job. 
This  is  known  as  a  time  card  and  it  carries  the  work- 
man's number  and  also  his  name,  the  number  of  that 
particular  job,  the  date  and  the  exact  work  that  the 
mechanic  performs.  The  mechanic  is  also  required  to 
Vv'rite  down  on  this  card  the  exact  time  of  day  he  started 
on  this  job,  the  time  he  finished  the  job  and  the  total 
number  of  hours  he  devoted  to  it. 


Workman  No. 
Job  No 


TIME  CARD 

Name  of  Workman 

Dale 


This  is  the  lime  card  and  carries  the  workman's  number  and  name, 
the  number  of  the  job  and  the  work  he  is  to  perform.  The  me'- 
chanic  writes  on  this  card  the  exact  time  he  started  and  finished. 
There  is  a  card  for  each  job  and  all  the  cards  for  the  day's  work 
are  turned  in  and  totalled.  The  schedule  time  for  all  the  day's 
jobs  listed  by  the  cards  are  then  totalled  and  the  difference  shoios 
whether  a  bonous  is  to  be  paid  or  not. 


Time  Started Time  Stopped Total  Time  on  Thi«  Job Hrs. 


/.,^y    J«se    M.    Bohler,    Service    Manager    for    Black    &    Maffett,    Auto- 
mobile Distributors,  Atlanta.    Motor  Age.    38  :  10-12.    October  21,   1920. 


Now,  then,  at  the  end  of  each  day  the  clerk  in  charge 
of  these  records  will  total  the  number  of  hours  the 
mechanic  actually  worked  that  day.  This  is  taken  from 
the  time  card  which  he  has  filled  out,  and  remember 
there  is  one  card  for  each  separate  job.  If  the  mechanic 
has  not  loafed  at  all  during  the  day  this  total  will  be 
nine  hours.  Then  the  clerk  will  total  the  scheduled  time 
for  each  particular  job.  If  the  mechanic  does  in  nine 
hours  certain  work  that  our  schedule  allows  twelve  hours 
for,  he  has  gained  three  hours.  However,  the  follow- 
ing day  he  might  work  the  full  nine  hours  and  turn  out 
work  scheduled  for  only  six  hours.  In  that  case  he  will 
lose  the  advantage  he  gained  the  day  before  and  will 
stand  just  even. 

Our  final  totals  and  our  bonus  figures  are  made  up 
at  the  end  of  each  month.  To  best  illustrate  exactly 
how  this  plan  works  let  us,  for  example,  take  the  case 
of  John  Smith.  We  will  say,  John  is  an  extra  good 
mechanic.  At  the  end  of  the  month  we  find  that  John's 
time  cards  show  he  has  worked  steadily  the  whole  month 
and  has  put  in,  we  will  say,  a  full  two  hundred  hours.  We 
find  that  John  has  turned  out  a  certain  number  of  jobs 
that  our  job  time  schedule  shows  we  allow  two  hundred 
and  fifty  hours  for.  In  that  case  John  Smith  will  receive 
a  bonus  check  equivalent  to  fifty  hours  of  work  at  his 
regular  rate  of  pay.  Suppose  that  John  receives  seventy 
cents  per  hour;  his  bonus  check  for  the  month  will 
amount  to  $35. 

On  the  other  hand,  let  us  take  the  case  of  Bill  Jones. 
We  find  that  his  time  cards  show  he  has  put  in  one 
hundred  and  eighty  hours  in  actual  work.  Evidently  he 
loafed  a  bit,  but  regardless  of  that  fact  if  his  cards 
show  he  has  exceeded  the  scheduled  time  we  will  pay  him 
extra  for  it.  Well,  let's  see  how.  In  one  hundred  and 
eighty  hours  we  find  that  Bill  has  turned  out  a  certain 
number  of  jobs  and  that  the  total  time  we  allow  for  these 
jobs  according  to  our  schedule  is  two  hundred  and  one 


I 


.-•} 


176 


FINANCIAL   INCENTIVES    FOR 


hours.  Inasmuch  as  the  clock  time  for  the  full  month 
was  two  hundred  hours,  Bill  is  entitled  to  a  bonus  equal- 
ling one  hour's  extra  pay.  In  this  case  it  would  be  sixty 
cents,  for  Bill's  rate  is  not  as  high  as  that  of  John  Smith 
who  has  been  with  us  longer  and  is  a  better  mechanic.  It 
may  be  that  there  wasn't  quite  enough  work  in  the  shop 
to  keep  r>ill  Jones  busy  the  full  two  hundred  hours,  or  it 
may  be  that  the  twenty-hour  loss  between  his  time  cards 
and  the  time  clock  is  due  to  his  own  habit  of  loafing. 
In  either  case  if  he  had  put  in  that  extra  twenty  hours 
in  actual  work  he  might  have  made  an  extra  $10  or  $15. 

Careful  Check  Avoids  Mistakes 

On  account  of  the  fact  that  each  mechanic's  time  is 
registered  on  the  clock  it  is  not  possible  for  any  of  them 
to  cheat,  even  were  they  inclined  to  do  so,  by  incorrect- 
ly filling  out  their  cards.  We  would  naturally  catch  a 
man  at  this  by  comparison  of  his  time  card  with  his 
clock  record.  Each  mechanic  is  required  to  fill  out  this 
own  cards  in  his  own  handwriting. 

These  individual  records  are  kept  in  a  book  that  we 
have  devised  for  this  special  purpose.  The  book  con- 
tains each  mechanic's  name,  his  clock  number,  and  space 
is  provided  for  entering  his  clock  time,  card  time,  idle 
time  and  schedule  time.  These  entries  are  made  by  the 
clerk  in  charge  of  these  records  every  day,  and  we  can 
tell  at  a  single  glance  just  how  much  any  particular 
mechanic  is  ahead  of  the  game,  or  behind  as  the  case 
may  be. 

Every  mechanic's  clock  time  will  run  nine  hours,  un- 
less he  happens  to  be  off  for  some  reason.  His  card 
time  should,  of  course,  correspond  exactly  with  his 
clock  time  j^roviding  he  has  worked  steadily  the  whole 
day.  If  he  has  not  worked  steadily  the  whole  day  then 
we  enter  his  idle  time  under  that  heading. 

Now  as  to  the  column  for  schedule  time,  perhaps  a 
little  further  explanation  will  not  come  amiss.    Every  job 
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that  comes  into  our  shop  is  scheduled  according  to  the 
time  it  would  require  an  average  mechanic  to  ac- 
complish. This  is  based,  as  previously  stated,  to  more 
or  less  of  a  degree  on  the  law  of  averages.  And  further- 
more the  customer  is  charged  for  the  work  according 
to  this  scheduled  time,  so  you  see  where  we  make  our 
gain  when  the  mechanic  is  able  to  beat  the  scheduled 
time. 

On  the  other  hand  if  the  mechanic  cannot  beat  the 
scheduled  time,  but  instead  takes  longer  for  the  work, 
you  can  see  where  this  is  a  loss  to  us.  And  naturally 
we  will  not  keep  a  mechanic  long  in  our  employment  who 
persistently  takes  longer  for  the  work  than  the  schedule 
calls  for.  One  of  the  big  advantages  of  this  combina- 
tion salary  and  bonus  plan  is  that  it  gives  us  at  all  times 
the  fullest  information  as  to  the  ability,  or  lack  of  it  as 
the  case  may  be,  of  every  mechanic  in  our  shops.  And 
lichen  a  man  asks  for  a  raise  it  does  not  take  ns  a  mo- 
ment to  look  up  his  record  to  find  out  whether  or  not  he 
is  entitled  to  it. 

Suppose  a  mechanic  turns  out  three  jobs  in  one  day 
that  we  allow  twelve  hours  for  according  to  our  sche- 
dule. Under  the  column  for  "Schedule  Time"  the  clerk 
will  write  the  figure  "12."  As  the  mechanic's  clock  time 
is  nine  hours,  he  has  gained  three  hours  that  day,  and 
if  he  keeps  on  exceeding  his  clock  time  this  way  every 
day  he  naturally  will  draw  a  good  sized  bonus  check 
at  the  end  of  the  month. 

An  instance  is  recalled  of  one  mechanic  who  gained 
twenty  hours  on  the  schedule  time  the  first  fifteen  days 
of  the  month.  If  he  had  kept  this  up  the  whole  month 
and  gained  a  full  forty  hours  he  would  have  received  an 
extra  bonus  of  $28,  for  he  was  a  seventy-cent-per-hour 
man.  However,  something  or  other  happened  and  dur- 
ing the  next  fifteen  days  he  fell  behind  twenty-two  hours, 
so  he  did  not  receive  any  bonus  at  all. 

In  the  case  where  a  mechanic  happens  to  have  a  big 
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overhaul  job  on  hand  which  may  require  two  full  days 
or  even  more,  he  does  not  turn  in  the  time  card  until 
he  has  fully  completed  the  job.  We  have  had  some  of 
*our  mechanics  beat  the  schedule  time  by  ten  hours  on 
these  overhaul  jobs,  while  in  other  cases  they  took  several 
hours  more  than  the  schedule  calls  for. 

We  have  what  we  term  a  clearing  house  every  thirty 
days.  In  case  certain  work  is  not  finished  at  the  end  of 
the  month,  we  check  it  up  and  it  is  carried  over  to  the 
next  month.  In  some  cases  this  may  give  the  mechanic 
fifteen  hours  extra  at  the  start  of  the  new  month.  It 
depends  upon  his  own  efforts  whether  or  not  he  will 
add  more  hours  to  this  or  lose  the  ground  he  has  gained 
and  draw  only  his  regular  salary.  If  he  merely  holds 
even  during  the  month  and  the  final  totals  show  that 
he  has  just  that  fifteen  hours  to  his  credit  carried  over 
from  the  last  month,  he  receives  that  extra  fifteen  hours' 
pay  as  his  bonus. 

Paid  When  Work  Is  Slack 

Naturally  it  is  only  fair  to  the  employer,  and  to  the 
employee  as  well,  that  when  business  is  more  or  less  dull 
in  the  shop  and  the  mechanic  has  to  loaf  a  part  of  the 
time  he  should  not  complain  because  he  is  not  making 
any  extra  bonus.  He  should  appreciate  the  fact  that  he 
is  being  paid  while  idle  according  to  the  clock  hours, 
and  this  is  exactly  what  we  agree  to  do  when  we  engage 
a  man,  although  we  engage  all  of  our  mechanics  on  the 
hour-rate  basis. 

Furthermore,  we  have  an  agreement  with  all 
mechanics  that  when  a  job  comes  back  to  them,  and 
after  our  inspector  has  examined  it  carefully  and  de- 
cides it  is  the  fault  of  the  workman  the  particular 
mechanic  who  did  the  work  in  the  first  place  will  do  it 
over  again  on  his  own  time.  That  is,  if  it  requires  five 
hours  to  do  the  job  over  again,  this  five  hours  is  charged 
against  his  bonus.     Should  he  be  ahead  of  the  game  at 
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the  end  of  the  month  this  five  hours  is  subtracted  from 
the  number  of  hours  he  may  have  gained. 

A  Sample  of  How  the  Bonus  Plan  Is  Recorded 


Following  is  the  manner  in  which  the  records  are  totalled 
each  month,  these  records  being  taken  direct  from  the  book 
mentioned  in  the  article  and  in  which  they  are  kept  from  day 
to  day : 

us'Os^S  3a  r^  tn 

No.  Name  ^o      JS  o     2^      ^  ^         "«        o 

Uffi     Uffi     ^X      ^p         O       J 

I     E.  M.  Darling 206      164  2       165  o        40 

3    C.C.Walker 216      197        10      189  o         9 

7    C.D.Randall 207       192  0      325       118  o 

17    J.  N.  Petit 208      21714      o      231         2^y^      o 

Every  month  there  is  posted  in  the  shop  the  full  record  of 
each  mechanic  who  has  exceeded  the  schedule  and  is  entitled 
to  a  bonus.     Below  is  a  sample  of  a  recent  bulletin : 

Clock  No.        Name  '^^  (|fe  | 

34  H.  E.  Schlittler 26^  .80  $21.00 

ZZ  W.A.Posey 64^  .70  45.32 

7  C.  D.  Randall ssM  .80  44.20 

3  C.C.Walker .14  .60  .45 


In  case  he  is  not  ahead  of  the  schedule  this  five  hours 
is  charged  up  against  him  every  succeeding  month  until 
such  time  as  he  shall  beat  the  schedule  when  it  is  sub- 
tracted from  his  gain.  Furthermore,  no  man  is  entitled 
to  an  increase  in  salary  until  he  has  made  up  through 
beating  the  schedule,  all  time  charged  against  him  in  the 
past— that  is,  all  time  such  as  jobs  brought  back  on  him, 
etc.  If  a  man  persistently  beats  the  schedule  and  draws 
down  a  substantial  bonus  each  month,  as  some  of  our 
best  mechanics  do,  we  are  only  too  glad  to  raise  his  salary 
rate  per  hour  because  such  men  we  have  found  are  wortli 
all  we  pay  them. 

It  is  not  at  all  an  infrequent  occurrence  for  us  to  pay 
a  good  mechanic  a  bonus  amounting  to  as  high  as  $75  to 
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^100  for  a  single  month.  Naturally  we  get  the  full  return 
on  this  hivcstincnt  for  every  time  the  mechanic  heats  the 
schedule  time  that's  jtist  so  much  profit  to  us. 

Eliminates  Outside  Work 

It  has  been  our  experience  that  a  great  many  me- 
chanics who  work  on  an  onHnary  salary  basis  are  some- 
times apt  to  augment  their  income  by  working  on  cars 
on  their  own  time  after  hours ;  they  will  generally  do 
this  at  the  owner's  house.  We  have  found  that  this 
salary  and  bonus  plan  virtually  eliminates  that  practice 
among  our  men  for  if  the  mechanic  is  an  energetic  sort 
of  a  chap  he  can  greatly  augment  his  earnings  by  giving 
his  full  time  and  attention  to  the  work  in  the  shop.  And 
by  earning  extra  money  in  this  way  he  does  not  have 
to  augment  his  salary  by  giving  any  of  his  outside  time 
to  individual  work. 

All  bills  we  send  out  to  customers  in  addition  to 
carrying  an  itemized  statement  of  the  actual  work  done, 
also  carry  the  workman's  clock  number  and  the  job  num- 
ber. At  the  end  of  the  month  the  clerks  carefully  go 
over  all  these  bills,  check  them  with  the  inspector's  card 
v.^hich  was  signed  by  him  as  to  whether  or  not  the  work 
was  satisfactory,  and  also  check  them  with  the  work- 
man's time  card. 

We  also  send  out  a  card  to  all  customers  asking  them 
as  to  whether  or  not  they  were  entirely  satisfied  with  the 
work  done  in  our  shops.  Any  replies  that  are  received 
are  filed  with  the  duplicate  bill,  and  therefore  we  have 
a  complete  check  at  all  times  on  all  work  done  in  the 
shop  as  to  whether  or  not  it  proved  entirely  satisfactory 
to  the  customer. 

This  checking  up  is  done  at  the  end  of  the  month 
in  order  that  we  may  make  doubly  certain  regarding 
the  work  of  each  individual  mechanic  before  we  pay  him 
whatever  bonus  he  may  have  coming. 
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We  also  employ  in  our  shop  an  efficiency  man  whose 
sole  duties  are  to  go  around  among  the  workmen  and 
show  them  how  to  do  this  or  that  particular  job  as 
quickly  and  efficiently  as  possible. 


PREMIUM  WAGE  PLAN  IN  MILWAUKEE 

SHOPS ' 

Substantial  extra  pay  for  industrious  and  efficient 
workmen,  a  saving  to  the  company  of  some  25  per  cent 
on  the  payroll,  a  more  expeditious  handling  of  work  in 
the  shops  with  consequent  smaller  organization  and  an 
invaluable  accumulation  of  recorded  information  on  de- 
tail car  maintenance  work  are  among  the  more  import- 
ant of  many  advantages  accruing  from  the  extensive  use 
of  a  premium  or  bonus  system  of  paying  shop  employees 
in  Milwaukee.  It  has  proved  to  be  so  eminently  success- 
ful after  six  years  of  experience  that  neither  company 
nor  employees  would  consider  a  return  to  the  old  flat 
pay  plan  which  was  displaced.  This  premium  system  of 
wage  payment  was  first  initiated  in  the  rolling  stock  de- 
l)artment  of  the  Milwaukee  Electric  Railway  &  Light 
Company  in  1912,  in  connection  with  the  washing  of  cars 
at  carhouses,  and  it  was  tentatively  experimented  with 
on  dififerent  classes  of  work  during  this  and  the  follow- 
ing year.  In  1914  it  was  definitely  decided  to  extend 
the  plan  to  the  company's  main  repair  shops.  The  plan 
was  well  started  some  time  before  the  writer  became 
associated  with  the  organization  and  all  credit  for  the 
pioneering  work  belongs  to  my  predecessors  and  to  many 
of  the  loyal  workers  of  all  ranks,  who  have  supported 
the  movement  and  who  are  now,  if  not  at  first,  its  most 
enthusiastic  champions. 

rxxr  ^^  J,-    ^^:    L^'^?,^'    Superintendent    of    Rolling    Stock    the    Milwaukee 
(Wis.)     Electric    Railway    &    Light    Company.      Electric    Railway    Journal 
57  :  529-32.      March    19,    1921. 
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Beginning  with  a  few  men  and  some  of  the  more 
simple  and  easily  standardized  pieces  of  work,  the  ap- 
plication of  the  premium  system  has  been  extended  by 
steps  from  the  paint  shop  to  the  armature  room  and 
to  the  forge  shop,  machine  shop  and  carpenter,  pattern 
and  foundry  departments,  in  order,  and  lastly  to  the 
motor  and  truck  repair  division.  It  has  been  tried  out 
and  found  adaptable  to  practically  all  phases  of  the 
great  variety  of  work  handled  by  a  street  railway  shop, 
including  the  running  maintenance,  repairs  and  re- 
newals and  new  manufacture  and  construction.  We 
have  covered  all  classes  of  operations,  from  the  painting 
of  cars,  the  manufacture  of  car  and  small  machine  parts, 
the  construction  and  installation  of  new  equipment, 
changing  wheels  and  motors,  rewinding  armatures  and 
even  to  the  repairing  of  wrecked  cars.  It  will  be  noted 
that  at  the  present  time  76  per  cent  of  the  working  force 
is  engaged  part  of  the  time  on  premium  work  and  that 
nearly  50  per  cent  of  all  the  man-hours  time  in  the  shops 
is  for  work  done  against  standard  time  allowances  and 
in  a  standard  manner.  The  figures  taken  into  account 
in  computing  the  percentage  of  working  forces  and  hours 
worked  on  the  premium  system  are  total  figures  which 
include  the  supervisory  time  as  well  as  the  time  of  the 
productive  workers.  Considering  this,  it  can  be  seen  that 
the  premium  system  is  a  major  and  very  important  fac- 
tor in  our  shop  operation.  It  is  so  large  a  factor  that 
we  should  be  able  readily  to  determine  that  the  plan  is  a 
detrimental  one  or  a  very  good  one;  that  is,  it  either 
costs  us  money  or  it  saves  money.  We  shall  endeavor 
to  show  that  the  latter  is  the  case.  For  in  the  last 
analysis,  the  important  question  that  the  practical  man 
wants  to  have  answered  is,  **Does  it  pay?" 

A  General  Outline  of  the  System 

The  premium  system  employed  in  our  shops  consists, 
first,  in  making  a  detailed  time  and  method  studv  for 
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each   job,   to   determine  the   standard   method   and   the 
time  required  to  do  a  certain  piece  of  work.     A  stop 
watch  is  used  for  this  purpose  in  most  cases.    The  num- 
ber of  observations  made  (ten  in  this  case)  varies  with 
the  importance  of  the  work.    Our  experience  has  shown 
that  great  care  must  be  exercised  and  close  scrutiny  given 
in  making  the  time  study  and  before  determining  upon 
the  standard  unit  of  time  or  before  issuing  the  "stand- 
ard operation  rate  card"   for  regular  use  in  the  shop. 
In  the  machine  shop,  for  example,  it  is  necessary  to  take 
into  consideration  the  type  of  machine  to  be  used,  speed, 
feed,  material,  quantity  on  the  particular  order,  etc.  We 
have  found  that  special  care  in  establishing  a  standard 
rate  is  well  repaid,  for  it  enables  us  to  adhere  rigidly 
to  the  rule  that,  once  established,  a  rate  is  never  changed 
except  as  made  necessary  by  improved  methods  or  im- 
proved machinery  for  doing  the  work.     In  other  words, 
a  workman  can  proceed  to  develop  his  maximum  capacity 
without   fear  that  he  will  be  penalized  by   a  reduction 
of  the  standard  time  if  he  makes  good  premium  earnings. 
This  rate  cutting  has  been  one  of  the  chief  objections 
raised  by  workers  to  the  premium  and  piece-work  sys- 
tems in  general  in  the  past,  and  the  reason  for  rate  cutting 
lies  primarily  in  insufficient  consideration  of  all  the  pro- 
duction factors  at  the  time  the  rate  is  determined.     The 
details  of  the  method,  men,  machines  and  means  of  doing 
a  piece  of  work  should  be  thoroughly  studied,  regard- 
less of  the  time  required  to  do  this,  and  the  standard  can 
then  be  set  close  enough  so  that  the  company  can  aflford 
to  give  the  worker  his  share  of  the  results  of  his  ability 
and  skill  in  l)ettering  the  time.    When  experience  assures 
the  men  of  a  "square  deal"  they  gain  confidence  in  the 
plan,  and  this  makes  for  a  better  measure  of  cooperation 
than  is  commonly  found. 

The  men  who  make  the  time  studies  and  determine 
the  methods  to  be  followed  become  very  expert  and 
command  a  good  rate  of  pay  and  are  worth  it.     Even 
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such  jobs  as  repairing  wrecked  cars,  which  at  first 
thought  would  not  seem  to  lend  themselves  to  standardi- 
zation or  an  accurate  estimate  of  the  amount  of  labor 
which  should  be  required,  are  now  often  handled  on  a 
premium  basis  in  our  shops,  for  analysis  has  determined 
that  most  of  our  damaged  cars  come  within  one  of  sev- 
eral classes  of  wrecks,  either  a  one-post,  two-post  or 
three-post  wreck,  etc.  The  time-study  man  observes  the 
extent  of  the  wreck,  carefully  examines  the  car-body 
members  to  be  replaced  and,  from  past  experience  and 
study,  is  able  to  estimate  with  remarkable  ])recision  the 
amount  of  time  that  will  be  involved  in  making  the  re- 
pair. The  w^orkmen  who  are  then  given  this  job  note 
the  time  allowed  and  immediately  set  out  to  beat  that 
allowance,  and  they  use  their  heads  and  conserve  their 
time,  for  it  means  money  to  them  to  do  so. 

Any  man  working  on  a  standard  job  is  given  one- 
half  the  time  saved  in  completing  the  standardized  opera- 
tion. That  is,  where  a  man  does  a  ten-hour  job  in  eight 
hours  he  receives  one  hour  additional  pay,  or  pay  for 
nine  hours  for  eight  hours'  work.  The  division  of  the 
savings  on  a  *' fifty-fifty"  basis  between  the  man  and  the 
company  is  considered  fair  and  equitable  bv  both  par- 
ties. The  company's  saving  is  partially  used,  it  is  un- 
derstood, to  defray  the  expense  of  employing  time-study 
men  and  of  providing  the  necessary  standards  and  cleri- 
cal help,  in  order  to  give  the  workman  the  opportunity 
to  increase  his  day-rate  earnings. 

In  the  operation  of  a  system  like  this  the  use  of  the 
unit  system  of  timekeeping  is  a  necessity.  Instead  of  as- 
signing daily  time  cards  to  employees  the  time  of  each 
man  spent  on  each  job  during  the  day  is  recorded  on 
an  ''operation  time  card." 

Under  the  old  system  of  timekeeping  still  used  in 
many  places,  a  time  card  is  given  to  the  workman  on 
which  to  record  at  the  end  of  the  day,  according  to  his 
best  remembrance,  each  job  he  has  done  during  the  day 


and  the  time  it  took  him  to  do  it.  In  most  cases,  he  is 
expected  also  to  enter  the  charge  account  number  for  the 
various  jobs  on  which  he  worked.  The  disadvantages  of 
this  system,  of  course,  are  very  apparent.  It  takes  the 
man  away  from  productive  work,  requiring  at  least 
fifteen  to  thirty  minutes  of  his  time  to  do  "figuring" 
at  which  he  usually  is  not  adept.  Jobs  which  do  not 
take  very  much  time  are  slighted  in  his  record,  because 
he  does  not  want  to  go  into  any  more  detail  than  he  has 
to.  In  some  cases,  a  special  timekeeper  or  checker  has 
the  duty  of  checking  the  work  record  with  the  man  and 
his  foreman  and  the  assignment  of  the  charge.  But  in 
neither  case  is  the  record  returned  anywhere  nearly  as 
accurate  as  with  the  unit  job  system,  which  we  use  in 
our  premium  system. 

With  this  plan,  the  time  card  being  worked  on  speci- 
fies one  item  of  work.  When  the  man  changes  his  job, 
he  also  changes  his  time  card.  With  the  unit  job  system, 
the  foreman  determines  in  advance  w^hat  the  man's  next 
job  is  to  be,  instructing  his  clerk  to  make  out  a  time  card 
showing  the  charge,  standard  operation  number,  the 
man's  name,  etc.,  and  this  card  is  placed  in  a  rack, 
located  adjacent  to  the  departmental  time  clock,  where 
the  workman  obtains  it  when  he  is  ready  to  start  work 
on  the  next  job.  The  card  on  which  a  man  is  working 
is  always  turned  in  at  night  and  a  new  card  issued  in 
the  morning,  as  the  card  is  a  daily  record  only.  As  he 
takes  a  new  card  he  punches  the  time  recorder  clock, 
which  records  in  a  decimal  system  the  time  at  which 
work  is  begun  on  the  particular  job.  When  that  job  is 
completed  he  punches  "out,"  thus  printing  in  the  time 
of  completing  the  job,  and  at  the  same  time  he  punches 
the  new  slip  ''in,"  which  records  the  time  at  which  he 
starts  work  on  the  new  job  to  which  that  card  assigns 
him,  there  being  no  loss  of  time  between  operations. 
The  workman  is  not  intrusted  with  any  duties  in  con- 
nection with  the  timekeeping  or  record  work  other  than 
merely  punching  the  clock. 
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A  "performance  record,"  which  is  maintained  in  the 
main  office  of  the  shop,  is  of  great  vahie  in  checking  up 
on  the  progress  made  over  a  long  period  of  time.  When 
an  indivi(hial  does  the  same  job  several  times  it  is  as- 
sumed that  his  efficiency  should  improve  and  that  the 
time  required  to  do  the  work  will  be  reduced.  This  is 
not  always  the  case,  however,  and  variations  from  this 
natural  tendency  are  followed  up  to  determine  the  cause. 

This  performance  record  also  makes  possible  a  com- 
parison of  various  men  in  doing  the  same  piece  of  work. 
We  have  found  cases  where  the  time  taken  to  do  a  cer- 
tain piece  of  work,  over  a  period  of  months,  was  re- 
markably similar,  as  far  as  it  concerned  a  certain  group 
of  men,  and  that  when  this  job  was  given  to  some  one 
outside  of  the  "ring"  a  considerably  better  record  was 
made.    The  group  in  question  had  succeeded  in  deceiving 
the  foreman  to  the  extent  that  he  thought  they  were  do- 
ing very  well,  and,  inasmuch  as  they  were  keeping  with- 
in the  standard,  special  attention  had  not  been  called  to 
what  was  evidently  an  effort  to  control  the  amount  of 
earnings  on  the  job  in  question.     This  conniving  would 
have  some  effect  on  the  gross  earnings  made  by  the  men, 
which  would  then  be  used  as  an  argument  for  an  in- 
creased day-rate.    A  little  "shake-up"  as  a  result  of  this 
investigation   and   the   assignment   of   new   men   to   the 
job  results  in  some  saving  in  the  net  cost  of  doing  the 
work. 

It  happens  now  and  then  that  the  time  consumed  in 
a  given  job  is  in  excess  of  the  standard  time.  When  a 
record  of  this  kind  comes  through,  a  "non-premium 
card"  is  made  out  by  the  timekeeper  and  sent  to  the 
general  foreman's  office,  from  which  an  investigation  is 
started  to  determine  why  more  time  was  taken  than 
should  reasonably  be  allowed.  The  "stock"  reasons 
printed  on  the  back  of  the  form  are  those  used  in  con- 
nection with  the  work  of  the  machine  shop,  and  they 
differ,  of  course,   for  the  other  shops.     This  checking 
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up  on  the  reasons  for  exceeding  the  standard  time,  we 
find,  has  a  decidedly  good  effect  on  the  men  in  general. 

Function  OF  the  Foreman 

In  our  method  of  applying  the  premium  system,  the 
foreman  has  been  made  an  important  functionary.  We 
have  arranged  a  bonus  plan  so  that  he  profits  from  the 
extension  of  the  system.  It  is  to  his  advantage,  in  this 
way,  to  cooperate  to  the  fullest  extent  in  furthering 
the  establishment  of  standard  rates  and  seeing  to  it  that 
they  are  used  after  being  established.  All  our  foremen 
now  like  the  premium  system,  though  some  did  not  like 
it  at  first. 

The  foremen  have  found,  however,  especially  during 
the  last  few  years,  that  this  system  is  a  great  help  to  them 
as  it  lightens  their  burdens  of  detailed  supervision  and 
thus  enables  them  to  give  more  time  to  the  broader 
aspects  of  their  jobs,  such  as  planning  of  the  work,  de- 
vising improved  methods,  etc.,  in  which  they  develop  as 
leaders  rather  than  drivers  of  men.  The  premium  sys- 
tem supplies  the  incentive  to  reward  and  the  check-up 
for  failure  that  keeps  the  man  on  the  job  without  some 
one  standing  over  him. 

The  premium  rates  are  arranged  for,  in  the  first 
place,  largely  on  the  authority  of  the  foreman  in  the 
department.  He  has  a  time-study  man  assigned  to  work 
with  him,  and  since  his  earnings  from  the  bonus  system 
depend  on  the  percentage  of  net  working  time  that  is 
worked  on  premium  in  his  individual  department,  he  is 
interested  in  pointing  out  to  the  time-study  man  any 
new  possibilities  of  jobs  to  be  standardized.  He  is 
therefore  also  interested  in  approving  these  standards 
as  correct  after  the  time-study  man  has  completed  his 
work  and  in  passing  them  on  to  the  general  foreman  for 
approval. 

From  this  procedure  the  responsibility  for  the  proper 
operation  of  the  rate  after  it  is   standardized   rests  in 
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great  measure  with  the  foreman,  and  we  find  that  we 
now  get  rates  that  are  remarkably  accurate  and  stand- 
ards that  are  fair  in  their  returns  to  both  men  and  the 
company.  Under  this  bonus  plan  the  foreman  does  nut 
profit  from  any  excess  earnings  that  the  men  may  make, 
and  as  the  performance  records  are  subject  to  scrutiny 
the  foremen  give  a  good  deal  of  care  and  attention  to 
the  rates  before  they  recommend  them  as  standard. 

The  foreman  soon  finds  that  the  system  is  of  assist- 
ance to  him  because  the  standard  rate-card  file  is  much 
more  dependable  than  his  memory  as  to  methods  of  do- 
ing a  job,  or  his  pocket  notebook  if  he  kept  one.  Most 
of  our  foremen  now  use  the  records  extensively  in  as- 
signing work.  If  his  assistant  quits,  the  foreman  has 
an  easier  time  in  breaking  in  a  new  man.  All  he  has  to 
do  is  to  hand  him  the  standard  job  card  on  any  particu- 
lar piece  of  work  and  say:  'This  is  the  way  to  do  it 
and  this  is  the  time  it  should  take,  if  done  right."  The 
assistance  afforded  by  these  records  is  not  as  greatly 
needed  for  the  day-to-day  recurrent  jobs  and  with  a 
steady,  competent  gang  of  workmen  as  it  is  for  the  in- 
frequent and  varying  jobs,  such  as  wrecks,  for  example, 
which  are  rarely  twice  alike  in  the  same  week,  but  which 
do  occur  in  almost  exactly  similar  detail  several  times 
in  a  season. 

Good  Workmen  Like  the  Premium  System 

Our  men  like  and  appreciate  the  premium  system  be- 
cause it  is  of  mutual  profit  to  the  company  and  to  them. 
It  gives  them  an  opportunity  to  work  under  better  con- 
ditions, for  they  are  better  satisfied  to  receive  recogni- 
tion for  the  actual  labor  they  perform  than  to  be  with- 
out identity,  as  under  the  former  system  of  flat  day-rates 
of  pay.  By  making  a  man  responsible  for  the  perfor- 
mance of  a  definite  task  and  setting  a  standard  of  at- 
tainment for  him,  his  love  of  achievement,  his  desire  for 


the  good  opinion  of  his  superiors  and  his  fellow  workers 
and  his  personal  interest  all  impel  him  to  meet  the  stand- 
ard and  better  it.  The  instinct  of  competition  with 
fellow  workers  is  usually  very  strong,  and  the  friendly 
rivalry  which  is  plainly  in  evidence  is  a  powerful  spur 
to  accomplishment.  A  good  man  likes  to  beat  the  rec- 
ord of  the  other  fellow,  and  incidentally  it  means  money 
in  his  pocket  to  do  so.  The  responsibility  is  a  steadying 
and  good  moral  influence,  contributing  to  self-develop- 
ment. Promotion  and  wage  increases  are  based  on  per- 
formance records,  and  they  afiford  further  recognition  for 
merit  and  accomplishment. 

The  study  that  has  been  given  to  individual  jobs  has 
also  resulted  in  the  remedying  of  inefficient  shop  condi- 
tions and  has  served  to  increase  the  general  plant  effi- 
ciency. More  attention  is  being  given  to  planning  and 
scheduling  of  work  through  the  shop.  Materials  are 
delivered  to  machines  and  work  places  in  advance  of  the 
time  they  are  needed,  and  instead  of  having  high-priced 
mechanics  running  all  over  the  shop  to  secure  some  little 
bolt  or  screw,  this  is  done  for  them  more  expeditiously 
and  at  lower  cost  by  some  lower-priced  laborer.  Thus 
undisturbed  in  his  job,  the  workman  is  enabled  to  de- 
vote his  entire  energies  to  production,  and  by  increasing 
his  production  to  find  additional  money  compensation. 

What  Does  It  Profit  the  Company  ? 

We  are  certain  that  33y3  per  cent  is  a  conservative 
figure  for  the  average  saving  in  time  for  standardized 
work  over  unstandardized.  And  since  approximately 
one-half  of  the  w^orking  time  of  the  shop  is  on  the  pre- 
mium plan,  the  net  reduction  in  the  payroll  from  this 
source  is  seen  to  be  16j^  per  cent.  To  be  added  to  this 
IS  a  saving  equal  to  10  per  cent  of  the  total  payroll 
hours  which  is  obtained  from  the  company's  one-half 
share  of  the  time  saved  by  workmen  earning  premiums. 
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This  brings  the  total  profit  to  the  company  up  to  more 
than  25  per  cent  of  what  the  payroll  would  be  without 
the  premium  system.  This  ''income"  or  "saving"  or 
"credit  entry,"  or  whatever  one  may  wish  to  call  it,  is 
not  affected  by  fluctuations  in  the  rate  of  wages,  as  is 
the  case  with  piece-work  and  similar  systems,  for  this 
plan  is  based  on  time  units  which  do  not  vary,  rather 
than  on  monetary  values.  This  saving  of  one-fourth  in 
the  payroll  or  number  of  labor-hours  used  for  the  out- 
put of  the  shops  is  really  too  low  a  figure  to  represent 
the  returns  to  the  company,  when  the  productiveness  of 
the  average  worker  on  flat  pay  basis  in  the  immediate 
past  is  taken  into  account.  I  do  not  hesitate  to  express 
the  opinion  that  our  shop  force  and  payroll  would  have 
had  to  be  one-third  to  one-half  larger  in  number  and 
cost  during  the  past  year  had  we  been  operating  under 
the  flat  day-rate  wage  system. 

Standards  Being  Set  for  Every  Job 

Due  to  the  extreme  care  which  it  was  necessarv  to 
exercise  in  the  observations  preparatory  to  the  estab- 
lishment of  the  standard  time  for  various  operations, 
the  extension  of  the  premium  system,  particularly  at  first, 
was  a  gradual  and  slow  procedure.  As  every  one  in  the 
organization  has  become  more  and  more  familiar  with 
the  details  of  the  plan  and  the  time-study  men  have  be- 
come more  skilled,  the  expansion  of  the  system  to  new 
work  has  been  more  rapid,  until  now  we  are  reaching 
standards  for  the  very  intricate  and  infrequent  jobs.  It 
should  be  mentioned  also  that  there  are  manv  corollarv 
savings  to  the  company,  resulting  from  expediting  the 
movement  of  work  through  the  shops,  the  more  exact 
costs  returned,  the  checking  up  on  odds  and  ends  of  the 
work,  etc.  These  are  small  matters  in  themselves,  but 
in  the  aggregate  they  make  entries  on  the  credit  side  of 
the  ledger  of  considerable  importance,  for  "a  penny  saved 
is  twopence  earned." 
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Head  time-study  man    i 

Time-study  men  in  various  departments 5 

Chief  inspector  i 

Inspectors  in  various  departments    6 

Stenographer   i 

File  clerk   i 

Total    15 

Against  the  credits  to  the  premium  system  noted  in 
the  past  few  paragraphs  must  be  charged  the  expense 
incurred  for  the  larger  supervisory,  office  and  inspection 
forces  required.  The  number  of  employees  used  in  these 
capacities  for  the  operation  of  our  premium  system,  with 
a  shop  force  averaging  between  five  and  six  hundred 
men,  is  approximately  shown   in  table  above. 

I  question  whether  the  time  of  the  inspectors  should 
be  charged  against  the  operation  of  the  premium  sys- 
tem. But  there  has  been  so  much  criticism  directed 
against  the  various  incentive  methods  for  increasing  pro- 
duction, because  it  is  alleged  that  they  reduce  the  quality 
of  the  work  and  increase  the  number  of  equipment  fail- 
ures, etc.,  that  we  have  debited  the  premium  system  with 
the  cost  of  the  inspection  department.  Some  would  con- 
sider it  necessary  in  any  event.  The  net  result  is  an 
increase  of  2.5  to  3  per  cent  in  the  payroll  to  offset  the 
25  per  cent  decrease  explained  above. 

THE  "100  PER  CENT  TIME  PREMIUM"  PLAN^ 

In  my  mind,  the  only  means  by  which  maximum  pro- 
duction per  man  and  minimum  costs  per  unit  can  be 
achieved  is  the  adoption  of  a  practical  and  simple  in- 
centive system  of  wage  payment  coupled  with  an  effec- 
tive control  of  materials,  time,  and  expense,  and  the  one 
plan  which  in  the  writer's  opinion  combines  all  these 
advantages  is  that  in  which  the  worker  is  rewarded  in 
direct  proportion  to  his  accomplishments  by  receiving  pay 

\  By  L.  V.   Estes,  President,   L.   V.   Estes,  Incorporated.      Management 
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for  100  per  cent  of  all  the  time  he  saves  by  his  increased 
efforts. 

This  plan  is  known  as  the  "100  per  cent  time  pre- 
mium plan,"  and  its  simplicity,  practical  application,  and 
advantages  can  best  be  illustrated  by  the  following 
typical  examples,  the  first  applying  to  individual  effort, 
the  second  applying  to  gang  effort. 

The  Plan  Applied  to  Individual  Effort 

In  a  certain  machine  shop  a  workman  with  a  guaran- 
teed hourly-rate  of  55  cents  was  assigned  to  a  job 
which  called  for  the  processing  of  a  lot  of  100  of  a 
certain  piece,  the  standardized  operating  time  allowance 
on  which  was  4  pieces  per  hour.  In  this  shop  the 
working  hours  were  9  hours  on  each  of  the  first  five 
working  days  of  the  week  and  5  hours  on  Saturdays. 
Because  of  definite,  posted,  written  guarantees  by  the 
management,  the  workman  knew,  according  to  the  100 
per  cent  time  premium  plan  which  had  been  installed, 
that  : 

1.  For  every  hour  he  actually  worked  he  would  be 

paid  his  hourly-rate,  whether  his  output  sur- 
passed the  standard  or  not. 

2.  At   the   end    of   each   job   his   output   would  be 

carefully  inspected  to  determine  the  quantity 
of  perfect  pieces  produced,  the  only  item  ad- 
versely affecting  the  amount  of  premium  earned 
being  the  quantity  of  imperfect  pieces  due  to 
defective  processing. 

3.  He  would  be  paid  at  his  hourly-rate  for  100  per 

cent  of  all  time  saved  over  standard  time  al- 
lowed after  deducting  pieces  rejected  because 
of  faulty  processing. 

4.  He  would  be  paid  for  all  processed  pieces  failing 

to  pass  inspection  due  to  defective  material, 
for  which  he  could  not  be  held  responsible. 
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On  receiving  his  instructions,  time  ticket,  tools,  and 
materials  for  the  job,  he  noted  that  100  pieces  were  to 
be  made  at  a  standard  allowance  of  4  per  hour,  which 
meant  that  if  he  were  to  meet  the  standard  he  must 
finish  the  100  pieces  in  25  hours.  Knowing  that  the 
working  day  was  9  hours  long,  he  could  easily  figure  that 
at  the  standard  rate  of  4  per  hour,  in  order  to  fulfil  the 
requirements  he  must  produce  at  least  36  pieces  a  day 
for  two  days,  and  28  on  the  third  day.  He  also  knew 
that  if  he  were  to  earn  a  premium  he  must  increase  his 
rate  of  production  over  the  standard,  taking  care  at 
the  same  time  not  to  spoil  any  work,  for  if  he  did  it 
would  be  deducted  from  his  total  production,  thereby  de- 
creasing his  opportunities  for  earning  extra  money.  En- 
couraged by  this  incentive  his  output  was  as  follows: 

First  day  42  pieces  in    9  hours 

Second  day 44  pieces  in     9  hours 

Third  day 14  pieces  in     3  hours 

Total   production    100  pieces  in  21  hours 

After  inspection  the  record  showed  that  95  pieces 
were  accepted,  3  pieces  were  rejected  because  of  being 
spoiled  in  processing,  and  2  pieces  were  rejected  because 
of  material  defects  showing  up  during  processing.  In 
accordance  with  the  company's  guarantee  he  was 
credited  with  95  perfect  pieces  plus  2  imperfect  pieces 
due  to  invisible  defects  in  material,  or  a  total  of  97 
pieces  for  which  he  knew  he  would  be  paid. 

His  actual  earned  time  therefore  was  easily  and 
quickly  calculated  as  follows:  pieces  to  be  paid  for  di- 
vided by  standard  allowed  pieces  per  hour  times  his 
hourly-rate ;  or  for  that  particular  job,  97  divided  by  4 
times  $0.55,  or  $13.33.  The  actual  time  taken,  how- 
ever, was  21  hours.  His  standard  pay,  then,  based  on 
his  hourly-rate,  would  have  been  21  times  $0.55,  or 
$11.55.  As  he  actually  earned  $13.33  because  of  "beat- 
ing time"  his  premium  was  $13.33  minus  $11.55  or  $1.78. 
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At  the  end  of  the  first  day  he  counted  his  pieces  pro- 
duced and  found  that  he  had  made  42.  Having  already 
figured  that  he  must  make  at  least  36  if  he  were  to 
meet  the  standard  for  that  day,  he  knew  that  if  the  in- 
spector passed  all  of  the  42  pieces  which  he  had  made 
he  would  be  six  ahead  of  the  standard  production  rate. 
He  would  have  saved  1^  hours  for  which  he  would  be 
paid  at  his  hourly  rate,  if  for  some  unforeseen  reason  he 
did  not  fall  behind  in  his  productive  rate  or  unfortunate- 
ly spoil  a  number  of  pieces  before  the  end  of  the  job. 

On  the  second  day  he  attacked  his  work  with  re- 
doubled determination  to  maintain  and  if  possible  in- 
crease his  lead,  and  at  the  end  of  the  day  found  he  had 
produced  44  more  pieces.  He  saw  that  he  had  increased 
his  previous  day's  lead  six  pieces  by  eight  more,  and 
was  now  14  pieces,  or  3j^  hours  ahead  of  schedule. 

On  the  third  day  he  went  at  it  again  with  the  knowl- 
edge that  he  had  only  14  more  pieces  to  make  and  7 
hours  in  which  to  make  them,  in  order  to  meet  the  stand- 
ard. He  did  not  slow  up  because  he  happened  to  be 
well  within  the  standard  limit,  but  went  at  his  job  with 
more  determination  than  ever  and  of  his  total  job  of  100 
pieces  he  finished  the  remaining  14  in  3  hours,  or  4  hours 
ahead  of  the  time  limit.  He  met  with  a  little  misfor- 
tune, however,  as  he  spoiled  3  pieces  and  uncovered 
material  defects  in  2  others  which  would  necessitate 
their  rejection. 

The  Worker  Himself  Can  Figure  His  W^ages 

He  knew  then  that  the  three  pieces  he  spoiled  would 
be  deducted  from  his  total,  but  the  two  defective  pieces 
due  to  faulty  material  would  not  be  deducted,  conse- 
quently he  knew  that  if  the  balance  of  his  output  passed 
inspection  he  would  have  97  to  his  credit.  Knowing 
that  the  standard  allowed  rate  of  production  was  4 
pieces  per  hour,  he  could  readily  figure  that  his  earnings 


for  the  job  would  undoubtedly  be  97  divided  by  4  times 
$0.55,  or  $13.33. 

He  also  knew  that  in  21  hours  of  actual  work  he  had 
completed  an  amount  for  which  the  standards  allowed 
25  hours,  and  if  all  pieces  had  been  perfect  he  would  have 
earned  4  hours  premium.  But  unfortunately  he  had 
spoiled  3  pieces  for  which  he  would  not  be  paid,  as  his 
earnings  were  based  only  on  accepted  output. 

On  the  basis  of  accepted  output  he  could  readily 
figure  that  his  allowed  time  for  97  accepted  pieces  at 
the  standard  rate  of  4  per  hour  would  be  97  divided  by 
4,  or  24j4  hours.  But  his  actual  working  time  had  been 
21  hours,  so  he  had  beaten  the  standard  by  3j4  hours 
and  his  premium  therefore  was  3}i  times  $0.55,  or 
$1.78. 

Thus  we  can  see  the  simplicity  of  the  100  per  cent 
time  premium  plan  of  wage  payment,  its  ease  of  appli- 
cation, its  fairness  to  both  employer  and  employee,  the 
ease  and  celerity  with  which  it  can  be  understood,  and 
the  comparatively  few  computations  required  by  either 
the  workmen  or  the  few  clerks  required  to  handle  it. 
It  can  also  be  seen  that  the  incentive  or  premium  earned 
is  an  absolutely  direct  and  immediate  result  of  the  work- 
man's individual  eflfort,  and  is  directly  proportional  to 
his  accomplishments. 

The  Plan's  Application  to  Gang  Effort 

That  the  system  is  as  fully  applicable  to  gang  work 
or  eflFort  as  it  is  to  individual  effort  is  made  evident  by 
the  following  actual  occurrence. 

In  a  certain  iron  foundry  the  men  were  paid  a  pre- 
mium of  $0.05  per  flask  produced  over  certain  quanti- 
ties and  in  accordance  with  different  patterns.  This 
had  proved  unsatisfactory  to  both  the  men  and  the  com- 
pany, the  output  from  week  to  week  being  very  erratic. 
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sometimes   high,   sometimes   low,    varying   largely   with 
the  size  and  shape  of  the  patterns. 

According  to  the  plan  in  force  a  premium  was  paid 
all  molders  only,  who  in  this  case  happened  to  be  ma- 
chine molders.  Consequently  dissatisfaction  was  preva- 
lent among  cupola  men,  core-makers,  and  foundry  la- 
borers, because  they  received  the  same  pay  whether  for 
large  or  small  tonnages,  while  the  11  molders  at  times 
received  much  more  than  their  regular  wages. 

The  records  showed  weekly  tonnages  fluctuating 
from  18  to  41  tons  per  week  with  costs  per  pound  vary- 
ing from  v$0.0234  to  $0.0113  respectively.  The  weekly 
average  over  a  period  of  six  months  was  34  tons  per 
week  at  an  average  cost  of  $0.0137  per  lb. 

The  foundry  operated  five  full  days  of  9^  hours  each 
and  Sj/2  hours  on  Saturdays.  On  Saturday,  however,  the 
tonnage  was  light,  but  with  nearly  the  same  charging 
fuel  and  power  costs  and  loss  of  iron  for  a  full  day, 
thereby  greatly  increasing  the  cost  per  pound  for  that 
day  over  the  normal  9^/2  hour  working  days  during  the 
balance  of  the  week. 

As  the  output  was  so  erratic  as  to  make  very  uncer- 
tain the  meeting  of  manufacturing  schedules  in  the  ma- 
chine shop,  and  as  the  machine  shop  received  its  entire 
supply  of  castings  from  this  foundry,  which  was  a  part 
of  the  same  concern,  a  change  was  necessary. 

It  was  decided,  after  a  conference,  to  abandon  the 
existing  bonus  methods,  which  were  based  on  individual 
parts  or  weights  produced  per  day,  and  to  substitute 
in  its  stead  the  100  per  cent  time  premium  plan  with 
weekly-rates  based  on  tonnage  produced  per  week. 

An  analysis  of  past  performance  and  maximum  daily 
cupola  capacity  led  to  the  establishment  of  a  standard 
rate  calling  for  six  tons  (12,000  lb.)  per  day,  or  30  tons 
(60.000  lb.)  for  a  five-day  week  and  36  tons  (72,000 
lb.)  for  a  full  six-day  week,  in  the  latter  case  Saturday 
being  a  full  9}^  hour  day,  the  old  5^  hour  Saturday 


being  entirely  abandoned.  Furthermore,  all  foundry  em- 
ployees, including  the  foremen  and  the  superintendent, 
were  placed  under  the  new  or  "tonnage  basis"  condi- 
tions, thereby  reducing  the  entire  situation  to  a  collec- 
tive and  cooperative  proposition  whereby  it  automatically 
caused  each  man  to  do  his  level  best  or  the  entire  crew 
suffered. 

The  following  definite  stipulation  was  made  and 
posted  conspicuously  throughout  the  factory: 

For  all  weights  over  60,000  lb.  for  a  five-daj-  week,  or  over 
72,000  lb.  for  a  six-day  week  (full  9^  hr.  on  Saturday)  each 
man  will  be  paid  100  per  cent  of  all  time  savings  brought  about 
by  any  increase  in  the  tonnage  over  the  standard  set,  such  pay- 
ment to  be  based  on  his  hourly  rate.  Inspection  will  determine 
the  net  quality  tonnage  for  which  premium  will  be  paid,  and 
premium  earned  during  any  week  will  be  paid  on  pay  day  of 
the  next  week   following. 

The  actual  inspected  and  accepted  tonnage  for  five 
days  during  a  certain  week  was  70,586  lb.,  which  was 
10,586  lb.  in  excess  of  the  standard  of  60,000  lb.  for  five 
days.  This  was  a  direct  gain  in  production  of  17.6  per 
cent  over  standard  requirements.  Therefore,  since  it  had 
been  agreed  to  pay  each  man  100  per  cent  of  all  time 
savings  made,  each  man's  pay  for  that  week,  based  on 
his  guaranteed  hourly-rate,  was  increased  by  an  amount 
equal  to  17.6  per  cent  of  his  weekly  normal  earnings. 

An  Application  of  the  Plan 

For  example,  a  certain  workman,  whose  hourly-rate 
was  $0.45,  worked  five  full  days  of  9^  hours  each,  or  a 
total  of  47^  hours.  His  normal  week's  pay  was  therefore, 
47^/^  times  $0.45,  or  »S21.38;  his  prenuum  17.6  per  cent 
times  $21.38,  or  $3.76;  and  his  total  pav  for  the  week 
$21.38  plus  $3.76,  or  $25.14. 

This  method  of  computing  weekly  earnings  was  ap- 
plied to  every  foundry  employee,  foreman,  and  super- 
intendent included.  Analysis  of  all  previous  records 
showed  the  following: 
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The  output  of  70,586  lb.  for  the  week  in  ques- 
tion was  the  largest  five-day  record  ever  made. 

Only  twice  had  this  record  been  beaten  and  then 
by  six-day  runs  in  each  case. 

The  daily  average  for  the  week  in  question  was 
14,117  lb.,  which  was  a  24.8  per  cent  increase 
in  production  over  the  daily  average  of  11,295 
lb.  for  the  26  previous  weeks. 

The  aforementioned  method  of  applying  the  100  per 
cent  time  premium  plan  had  a  great  moral  effect  on  all 
of  the  employees,  spurring  everyone  to  do  his  best  and 
making  the  laggards  so  unpopular  that  they  either  auto- 
matically fell  into  line  or  got  out,  relinquishing  their 
jobs  to  men  who  were  willing  to  work  and  produce  re- 
sults. Soldiering,  carelessness,  and  absenteeism  on  the 
part  of  any  one  or  several  employees  adversely  affected 
the  quantity  of  production  obtainable  and  consequently 
the  amount  of  premium  earned.  The  introduction  of 
the  plan  has  therefore  resulted  in  these  three  obstruc- 
tive practices  being  virtually  eliminated  from  the  foun- 
dry. 

The  100  per  cent  time  premium  plan  of  wage  pay- 
ment has  clearly  demonstrated  practical,  meritorious 
features  as  follows: 

The  Essential  Features  of  the  Plan 

The  plan  requires  no  great  mental  effort  on  the 
worker's  part  to  figure  his  earnings.  He  does  not  have 
to  bother  with  percentages,  bonus  tables,  and  formulas 
which  give  rise  in  the  average  worker's  mind  to  the 
thought  that  such  mechanisms  are  simply  clever  devices 
evolved  by  the  employer  by  which  unfair  advantage  can 
be  taken  of  his  limited  education,  thereby  holding  back 
from  him  a  portion  of  his  earnings,  rightfully  belonging 
to  him  by  virtue  of  his  efforts. 


The  net  effect  of  such  complexities,  although  psy- 
chological, is  powerful  and  the  obvious  and  natural  re- 
sult is  loss  of  interest  on  the  part  of  the  worker,  re- 
tardation of  production  and  the  engendering  in  the 
worker's  mind  of  suspicion  and  distrust  of  the  manage- 
ment which  it  becomes  almost  impossible  to  eradicate. 

In  addition  to  the  above  advantages,  the  simplicity 
with  which  earnings  can  be  computed  makes  possible 
the  employment  of  a  fewer  number  of  clerks  for  oper- 
ating this  system  than  are  required  by  any  other  plant 
which  uses  time  as  a  basis  of  computation. 

Under  the  100  per  cent  premium  plan  it  is  possible 
to  have  two  workers  do  a  similar  operation,  under  the 
same  standard,  with  varied  earnings,  but  with  similar 
productive  results.  This  applies  especially  in  the  cases 
where  an  older  employee  may  receive  $0.70  per  hour, 
while  a  younger  employee  may  receive  but  $0.55  per 
hour.  An  employer  is  entitled  to  this  profit,  and  it  is 
certainly  justice  that  the  older  employees  receive  pre- 
ference over  the  younger  ones  as  to  amount  of  hourly- 
rate,  because  of  their  long  terms  of  ser\M'ce,  their  loyalty 
to  the  concern  which  employs  them,  their  ability  to  oper- 
ate most  types  of  machines,  and  their  thorough  famili- 
arity with  the  company's  product. 

Standards  set  for  the  100  per  cent  time  premium 
can  remain  indefinitely  without  adjustment,  at  the  same 
time  allowing  for  the  fluctuations  of  the  com.munity 
wage-scale.  Standards  need  adjustment  only  when  the 
motions  of  an  operation  or  the  methods  of  processing 
are  changed,  due  to  the  introduction  of  improved  ma- 
chinery or  tools,  and  are  so  guaranteed  in  writing. 

Fluctuations  in  the  labor  market  are  met  by  merely 
changing  the  basic  hourly-rates  to  meet  the  revised  con- 
ditions, and  no  change  whatever  is  made  necessary  in 
the  standards,  thereby  avoiding  the  usual  and  serious 
tiangers  encountered  when  rates  are  cut. 


■  '1 


200 


FINANCIAL   INCENTIVES    FOR 


EMPLOYEES   AND    EXECUTIVES 


201 


The  Plan  Begets  Confidence 

The  worker  is  guaranteed  a  definite  hourly-rate  and 
a  definite  day's  earnings  hased  on  working  a  normal 
full  working  day  at  his  hourly-rate.  This  is  very  im- 
portant to  learners,  as  it  prevents  them  from  becoming 
discouraged  when  they  fail  to  meet  or  surpass  the  stand- 
ards. In  addition,  the  worker  is  paid  his  hourly-rate 
for  all  time  saved  above  the  fair  and  equitable  stand- 
ard which  must  always  be  set  as  the  result  of  careful 
time  study  and  operation  analysis,  taking  into  considera- 
tion all  influencing  factors.  Thus  confidence  is  inspired 
in  the  worker,  and  the  greater  interest  and  conscien- 
tious eflFort  put-  forth  by  him  to  attain  and  surpass  the 
standards  set  naturally  result  in  increased  wages,  lower 
costs,  and  greater  profits. 

The  plan  holds  back  a  worker  for  only  one  reason, 
namely,  lack  of  quality  production,  and  this  is  the  only 
justifiable  reason  why  any  worker  operating  under  an 
incentive  or  any  other  plan  should  be  held  back.  With 
correctly  set  standards  there  is  no  reason  why  a  worker 
should  not  be  allowed  to  produce  to  the  limit  of  his 
ability;  for  the  more  good  pieces  he  produces  in  a  given 
time  period  and  the  more  he  earns,  the  less  the  cost  of 
the  product  and  the  greater  the  profit  to  the  company. 

Any  steps  taken  by  the  management  to  prevent  the 
worker  from  producing  more  work  and  therefore  earn- 
ing more  money  are  likeV  to  have  an  immediate  and 
disastrous  efifect.  Such  tactics  will  absolutely  defeat 
the  main  objects  of  the  incentive  plan  as  set  forth  above, 
and  will  produce  the  same  dangerous  results  as  would 
occur  if  the  standards  were  flagrantly  and  unjustifiably 
cut  for  the  sole  reason  of  preventing  the  worker  from 
earning  what  might  be  thought  to  be  "too  much  money." 

Under  the  100  per  cent  premium  plan  no  arbitrary 
monetary  penalty  is  levied  against  a  workman  who  fails 
to  reach  any  given  standarrl  of  performance  which  has 


been  set.  Such  a  penalty,  by  virtue  of  its  inherent  un- 
fairness, serves  only  to  kill  the  workman's  initiative  and 
desire  to  strive  for  greater  efificiency.  Furthermore, 
such  a  penalty  as  just  mentioned  invariably  reacts  on 
the  beginner,  who  would  naturally  be  the  first  one  to  fail 
to  reach  a  given  standard.  The  only  penalty,  if  it  can  be 
properly  called  such,  is  that  the  premium  paid  is  based 
solely  upon  the  number  of  perfect  pieces  produced  which 
pass  inspection. 

Each  Job  Based  Upon  Its  Own  Merits 

The  plan  deals  with  the  worker's  individual  accom- 
plishment on  each  job  to  which  he  may  be  assigned. 
Such  a  job  is  considered  as  a  unit  with  no  relation  to 
any  other  preceding  or  succeeding  jobs  he  may  be  on, 
and  if  he  earns  a  premium  on  one  job,  he  is  paid  this 
l)remium — if  he  fails  to  earn  a  premium  on  his  next 
job  he  is  paid  at  his  guaranteed  rate  for  the  actual 
hours  he  worked.  Therefore  it  is  evident  that  if  a 
worker  were  to  be  employed  on,  say,  seven  different 
jobs  during  three  normal  working  days  and  surpassed 
the  standards  set  on  only  three  of  the  seven  jobs,  he 
should  naturally  be  paid  a  premium  on  the  jobs  on 
which  he  surpassed  the  standard,  while  on  the  others 
he  naturally  should  receive  no  premium. 

Any  averaging  of  the  worker's  efificiency  over  a  given 
period  and  the  paying  of  premium  according  to  whether 
this  average  exceeded  the  standard  or  not  would  be 
essentially  unfair  and  unjust.  The  failure  to  make  a 
premium  on  certain  jobs  might  pull  a  worker's  average 
down  so  low  as  to  nullify  the  premium  made  on  certain 
other  jobs,  thereby  preventing  him  from  receiving  what 
was  rightfully  due  him  as  the  result  of  his  efiforts. 
Tluis^  he  would  be  penalized  for  something  for  which 
he  might  not  be  at  all  to  blame,  namely,  an  incorrectly 
set  standard  or  an  inherent  lack  of  aptitude  for  some 
particular  job  or  jobs. 
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The  plan  is  just  and  moral  because  it  violates  no 
right  or  obligation;  it  gives  to  every  man  exactly  his 
due;  it  is  equitable  in  action  and  judgment;  it  conforms 
to  and  is  grounded  in  reason;  it  is  essentially  fair  and 
impartial;  it  is  characterized  by  practical  excellence; 
and  it  conforms  strictly  to  one's  natural  sense  of  what 
is  right  and  proper. 

Cases  Where  W^orkers  Fail  to  Earn  Premium 

In  the  event  a  workman  consistently  fails  to  reach  a 
standard  which  has  been  fairly  and  equitably  set,  it  is 
well  to  realize  that  in  all  probability  he  is  not  fitted 
for  the  particular  work  he  is  doing.  In  all  fairness  to 
both  employer  and  employee  he  should  be  transferred 
to  other  work,  until  he  is  fitted  into  his  proper  niche, 
which  a  little  patience  and  fair  dealing  almost  invari- 
ably finds  for  him. 

Cases  will  be  encountered  where  an  employee  is  na- 
turally perverse,  unreasonably  stubborn,  and  simply 
will  not  try  to  attain  a  standard.  Such  a  man  is  not 
thinking  in  the  right  direction,  and  harsh  treatment 
and  penalties  make  no  impression  upon  him  other  than 
to  increase  his  stubbornness  and  fan  his  antagonism  to 
a  greater  heat.  Often  such  a  case  can  be  cured  by 
talking  to  the  man  quietly  and  sensibly,  explaining  and 
demonstrating  matters  simply  and  logically,  appealing 
to  the  man's  pride  in  his  own  personal  welfare  and  that 
of  his  dependents,  and  showing  him  wherein  he  has 
an  incorrect  understanding  of  the  entire  situation. 

Very  few  employees  will  fail  to  respond  to  such  a 
course  of  treatment.  When  their  thoughts  are  guided 
into  the  right  channels,  they  ordinarily  see  their  mis- 
takes, although  not  always  willing  to  admit  them  in  so 
many  words.  They  nevertheless  show  their  apprecia- 
tion and  their  new  understanding  of  matters  bv  con- 
scientiously   applying   thetnselves,   and   sooner   or   later 


they  actually  reach  and  often  surpass  the  standards  for 
which  they  originally  held  such  an  antipathy. 

Outside  of  the  kind  of  employee  just  mentioned, 
employees  ordinarily  fail  to  earn  premium  either  be- 
cause of  the  standards  improperly  set,  or  the  worker 
not  adapted  to  the  task,  or  possibly  both. 

In  the  first  case  it  means  a  careful  and  thorough  re- 
study  of  the  operation  or  operations  to  determine 
wherein  the  existing  standard  is  in  error,  and  if  it  is  in 
error  their  immediate  correction,  thereby  insuring  a 
fair  and  equitable  standard  in  all  respects. 

In  the  second  case  it  becomes  a  matter  of  endeavoring 
to  place  the  worker  on  work  to  which  he  is  better 
adapted  and  for  which  he  has  the  greatest  possible 
aptitude.  This  requires  patience  and  the  proper  recog- 
nition of  the  human  factor,  for  in  many  cases  a  worker 
who  is  n  hopeless  failure  on  one  class  of  work  is  found 
to  be  an  exceptionally  efficient  producer  on  another. 

These  characteristics  have  caused  the  plan  to  suc- 
ceed and  accomplish  its  purposes  wherever  installed. 

The  incentive  held  out  to  the  workers  makes  possible 
a  high  rate  of  efficiency,  maximum  quality  production 
per  man,  greatly  decreased  costs,  and  increased  profits. 


A  "CREDIT  POINT  BONUS  CONTEST'  PLAN  * 

This  article  deals  with  a  new  idea  in  industrial  man- 
agement, which  is  in  successful  operation  at  the  plant  of 
the  Dittmer  Gear  &  Manfacturing  Corporation,  Lock- 
port,  N.Y.  This  company  has  instituted  what  is  known 
as  a  "credit  point  bonus  contest,"  which  is  closely  identi- 
fied with  its  regular  bonus  system.  Before  describing 
the  credit  point  system,  an  idea  will  be  given  of  the 
regular  bonus  system  used. 

^  By     A.     H.     Dittmer,     President     Dittmer     Gear     &     Manufacturing 
Corporation.    Lockport,    New    York.       Machinery.      27  :  549-51-      February, 
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Efficiency  Percentages  tor  Determining  the 

Amount  of  Bonus 

When  a  man  is  hired,  he  is  given  a  flat  hourly-rate, 
and  he  receives  this  rate  as  long  as  he  remains  on  work 
which  is  not  classified  under  the  bonus  system.  As  soon 
as  he  has  been  put  on  a  job  that  requires  him  to  work 
under  the  bonus  system,  he  is  given  an  opportunity  to 
fix  a  standard  that  will  represent  the  amount  of  work 
that  he  should  do  in  a  given  length  of  time  working  at  a 
normal  speed  and  under  average  conditions.  The  stand- 
ard which  he  thus  establishes,  working  to  a  stop  watch, 
is  accepted  by  the  company  as  a  100  per  cent  efficiency 
mark.  As  long  as  the  operator  can  produce  67  per  cent 
of  this  established  standard,  he  is  paid  his  regular  flat  rate, 
but  his  (il  per  cent  is  a  low  average  for  a  workman  to 
maintain,  for  a  man  whose  production  drops  ZZ  per  cent 
as  compared  with  what  he  is  able  to  do  under  normal 
conditions  is  not  the  kind  of  man  that  an  efficient  or- 
ganization is  desirous  of  keeping  on  its  payroll,  unless 
there  is  a  good  excuse  for  such  a  drop. 

Starting  with  the  low  limit  of  67  per  cent  of  the  estab- 
lished hourly  standard,  a  chart  has  been  prepared  in 
which  all  the  efficiency  percentages  up  to  180  per  cent 
are  listed,  and  arbitrary  bonus  percentages  given  for 
each  efficiency  percentage,  so  that  the  amount  to  be  added 
to  the  man's  flat  hourly-rate  can  be  readily  calculated. 
There  is  no  bonus  for  67  per  cent  efficiency ;  for  70  per 
cent  efficiency,  there  is  a  1  per  cent  bonus;  for  75  per 
cent  efficiency,  3  per  cent;  for  80  per  cent  efficiency,  5 
per  cent;  for  90  per  cent  efficiency,  10  per  cent;  for  100 
per  cent  efficiency,  25  per  cent ;  and  for  each  per  cent 
increase  above  100  per  cent  an  additional  1  per  cent  in 
the  bonus  rate  is  made.  This  brings  the  bonus  rating 
for  the  maximum  efficiency  of  180  per  cent,  provided  for 
on  the  chart,  up  to  25  +  80  or  105  per  cent. 

Perhaps  the  method  by  which  the  bonus  is  figured 
will  be  better  understood  by  taking  a  concrete  example. 
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The  record  of  the  earnings  of  each  man  working  under 
the  bonus  system  is  kept  on  bonus  record  charts  such  as 
illustrated  in  Fig.  1.  It  will  be  seen  that  in  this  case  the 
operator  worked  on  a  number  of  different  operations 
during  the  week,  and  that  in  establishing  the  efficiency 
percentage,  the  total  week's  work  is  considered.  Re- 
ferring to  the  fourth  item  on  this  record,  it  will  be  seen 
that  operation  66B  was  performed  on  twenty-five  pieces 
in  four  hours'  time.  The  standard  established  for  this 
particular  operation  is  seven  pieces  per  hour,  so  by 
dividing  the  number  of  pieces  of  work  by  this  standard, 
the  number  of  standard  hours  3.57  is  obtained.  This  is 
slightly  below  100  per  cent  efficiency  as  can  be  readily 
seen,  but  in  the  case  of  the  second  item  the  efficiency 
percentage  is  dangerously  low.  However,  by  consider- 
ing the  totals  for  the  week  it  is  seen  that  in  63.25  hours, 
the  work  of  68.66  standard  hours  was  accomplished.  Di- 
viding the  number  of  standard  hours  by  the  actual  num- 
ber of  hours  consumed,  gives  the  efficiency  percentage 
of  108  for  the  week. 

Now  by  referring  to  the  chart  of  bonus  percentages 
for  various  efficiency  rates,  the  payroll  department  will 
be  able  to  see  at  a  glance  that  an  efficiency  rating  of 
108  per  cent  represents  a  33  per  cent  bonus  rating.  That 
is,  33  per  cent  of  the  man's  flat-rate  earnings  for  the 
period  that  he  has  worked  under  the  bonus  system  or, 
in  this  case  $18.50,  represents  the  bonus  earnings  during 
that  period  of  time.  In  this  case  the  bonus  earnings  are 
$6.10,  which  is  in  addition  to  his  regular  flat-wage.  In 
the  column  at  the  extreme  right,  the  extra  costs  above 
the  regular  flat-rate  are  prorated  for  each  operation, 
so  that  the  cost  accounts  may  be  correspondingly  cor- 
rected;  33  per  cent  of  the  time  earnings  for  the  bonus 
period  for  each  job  gives  this  amount,  which  is  added 
to  the   cost  of  each   job. 

It  is  not  intended  to  reestablish  standards  for  different 
operators.  Most  jobs  have  previously  been  rated,  and 
this  standard  must  be  the  one  used   for  all  operators, 
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regardless  of  their  flat  wage-rate.  If  in  the  case  of  a  job 
on  which  no  standard  has  been  set,  a  man  is  timed  and 
produces  twelve  pieces  per  hour,  this  is  considered  the 
hourly  standard;  to  obtain  the  standard  hours,  the  total 
number  of  pieces  produced  in  any  lot  is  divided  by  this 
standard  per  hour.  For  example,  if  there  are  720  pieces 
in  a  job  and  a  man  in  establishing  the  rate,  machines  12 
pieces  an  hour,  then  the  standard  hours  for  the  opera- 
tion is  60.  By  dividing  the  standard  hours  by  the  actual 
number  of  hours  required  to  do  the  work,  which  in  this 
case  we  may  assume  to  be  48,  the  per  cent  of  efficiency 
is  found  to  be  125.  It  was  previously  stated  that  100 
per  cent  efficiency  yields  25  per  cent  of  a  man's  rating  as 
a  bonus,  and  that  for  every  per  cent  rise  in  efficiency  a 
1  per  cent  increase  in  bonus  is  made,  so  that  in  the 
example  cited,  125  per  cent  efficiency  represents  a  bonus 
of  50  per  cent. 

Special  Bonus  Provision  for  Set-up  Men 

Obviously  the  bonus  system  for  the  machine  opera- 
tors cannot  influence  the  earnings  of  the  set-up  men, 
and  also  has  no  connection  with  the  work  of  other  non- 
producers  such  as  inspectors.  In  order  to  create  an 
efficient  organization,  such  non-producers  must  be  taken 
care  of  in  the  credit  point  bonus  system,  which  is  to  be 
described  later,  and  so  special  means  are  employed  to 
enable  these  men  to  receive  similar  benefits  to  those  paid 
the  machine  operators.  The  inspectors  share  in  the  bene- 
fits of  the  credit  point  bonus  contest  through  their  endea- 
vors in  maintaining  high-grade  shipments,  as  will  be 
referred  to  later.  In  the  case  of  set-up  men,  the  follow- 
ing special  bonus  system  appUes.  Each  set-up  man  has 
a  group  of  machines  under  his  personal  supervision;  if 
these  machines  run  without  loss  of  time  for  a  week,  the 
set-up  man  is  credited  with  100  per  cent  efficiency,  and 
from  this  credit,  lost  time  caused  by  machine  repairs,  ab- 
sent operators,  etc.,  is  deducted.  The  set-up  man  is  also 
credited  with  100  per  cent  efficiency  if  the  operators  on 
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all  the  machines  under  his  supervision  make  an  efficiency 
rating  of  100  per  cent. 

Both  of  these  efficiency  percentages  are  scaled  down 
to  80  per  cent,  that  is,  if  the  set-up  man  registers  80  per 
cent  on  both  these  items  he  is  paid  his  flat  hourly-rate. 
For  each  additional  per  cent  over  80  for  each  of  these 
items,  he  is  entitled  to  Yz  per  cent  of  his  rate  as  a  bonus, 
so  that  if  the  set-up  man  registers  100  per  cent  for  the 
week  in  both  items,  he  receives  a  20  per  cent  bonus. 
These  bonus  earnings  are  recorded  weekly  in  a  similar 
manner  to  the  earnings  of  the  regular  productive  man. 

Rejected  and  Scrapped  Material 

It  would,  of  course,  be  unreasonable  to  pay  bonuses 
for  rejected  work ;  therefore,  fair  reductions  must  be 
made  so  that  the  company  will  not  have  to  pay  for  work 
which  is  not  properly  machined.  When  it  is  necessary 
to  make  such  a  deduction  in  a  man's  earnings,  the  slip 
shown  in  Fig.  2  is  made  out  in  triplicate  by  the  inspector, 
and  one  of  these  copies  goes  to  the  payroll  attached  to 
the  bonus  record,  Fig.  1.  The  second  copy  is  handed  di- 
rectly to  the  operator  so  that  he  may  know  before  pay 
day  all  details  in  regard  to  the  reason  for  making  de- 
ductions. The  third  copy  is  retained  by  the  inspector  for 
future  reference.  After  the  proper  deductions  have  been 
made  in  the  payroll  department,  the  bonus  record  with 
the  deduction  notice  attached,  is  placed  in  the  workman's 
pay  envelope  so  that  he  can  check  up  his  entire  bonus 
earnings  without  being  obliged  to  ask  for  explanations 
from  the  clerical  department. 

The  Credit  Point  Bonus  Contest  and  Its 

Conditions 

Having  described  in  detail  the  bonus  system  used  in 
connection  with  the  credit  point  bonus  contest,  the 
method  of  making  awards  under  this  scheme  will  be 
better  understood.     The  contest  was  originally  intended 


to  run  for  a  period  of  six  mouths,  but  it  is  planned  to 
renew  the  contest  as  soon  as  the  present  period  has  ex- 
pired. In  this  way  the  contest  constitutes  an  additional 
l)onus  system  which  takes  into  consideration  not  only  the 
production  end  of  the  industry,  but  also  all  other  fac- 
tors which  by  special  effort  will  add  to  the  efficiency  of 
the  organization.  A  committee  of  men  from  the  shop 
was  selected  for  the  purpose  of  conferring  with  the  man- 
agement in  regard  to  improving  the  contest  from  time 
to  time,  for  it  was  realized  that  such  improvements  would 
be  necessary  as  the  results  of  the  contest  became  more 
in  evidence.  The  general  purpose  of  the  contest  is  "to 
reward  employees  for  initiative,  loyalty,  efficiency,  and 
regularity,  and  to  increase  the  efficiency  of  the  plant  in 


general." 
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Deduction  Notice  for  Material  Improperly  Machined 

Date 


Operalers 


Name 

Clock 

We  have  deducted  the  followins  pieces  from  vour  oroduction  of                  No. 

Quantity 

Symbol 

Opeiation                            Remarks 

FOREMAN 

.inspector 


Fig.   2.     Record    Form    on 
Machined  Work  Are  Entered. 


which    Deductions     for    Poorly 
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The  contest  is  a  means  by  which  additional  awards 
may  be  earned  for  various  things  such  as  attendance, 
efficiency,  etc.  The  basis  by  which  the  awards  are  made 
is  by  points,  each  point  representing  an  award  of  5  cents. 
Besides  the  various  factors  which  are  subject  to  awards 
under  tliis  contest,  provision  is  made  for  paying  special 
awards  for  ideas  suggested  which  will  benefit  the  organ- 
ization. All  employees  with  the  exception  of  the  execu- 
tives, are  eligible  to  partake  in  this  contest.  The  same 
amount,  5  cents,  is  used  when  penalizing  the  men  for 
breach  of  established  rules  and  regulations  of  the  com- 
pany, as  is  awarded  for  meritorious  service  or  evidence 
of  cooperation  and  loyalty  to  the  concern.  The  follow- 
ing classification  of  subjects  to  receive  the  attention  of 
the  management  in  conducting  this  contest  has  been 
made: 

1.  Perfect  attendance.  When  no  time  has  been  lost 
through  absence  or  tardiness  for  one  month,  40  points ; 
two  months,  50  points ;  three  months,  60  points.  For 
each  additional  month,  5  points  are  added  until  80  points 
per  month  are  reached,  which  is  the  maximum  month- 
ly award  for  attendance.  Exceptions  are  made  in  case 
of  sickness,  death,  or  other  serious  matters,  provided 
the  management  is  notified  to  that  effect. 

2.  One  hundred  per  cent  efficiency  in  production. 
First  week,  5  points ;  second  week,  10  points ;  third  week, 
15  points;  each  following  week  20  additional  points.  To 
be  eligible  for  awards  for  efficiency,  the  employee  must 
have  registered  at  least  35  bonus  hours  per  week ;  that  is, 
it  is  necessary  for  an  employee  to  actually  work  35  hours 
each  week  on  bonus  work  in  order  to  become  eligible  for 
awards,  regardless  of  the  bonus  per  cent  that  the  man 
may  have  registered. 

3.  Continuous  service  (not  being  removed  from  the 
payroll  for  any  reason).  Such  service  receives  awards 
regardless  of  the  attendance  record.  For  three  month's 
continuous  service,  20  points ;  for  six  months'  service. 
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25  points;  for  nine  month's  service,  30  points;  and  for 
each  additional  six  month's  service,  70  points. 

4.  Suggestions  submitted  and  accepted.  No  award 
is  made  of  less  than  10  points,  and  no  award  is  paid  for 
suggested  plans  of  improvements  already  under  con- 
sideration by  the  management.  The  awards  are  based 
on  the  value  of  the  suggestion,  and  may  be  increased 
as  the  suggestion  becomes  of  greater  value  to  the  com- 
pany. 

5.  Rate  of  scrap  as  determined  by  material  and  la- 
bor losses.  The  determination  of  the  rate  of  scrap  is 
made  near  the  termination  of  the  contest,  and  awards  are 
made  as  follows :  1  per  cent  or  less,  100  points ;  1  per 
cent  to  2  per  cent,  75  points ;  2  per  cent  to  3  per  cent,  50 
points ;  3  per  cent  to  4  per  cent,  25  points ;  above  4  per 
cent  no  award.  These  awards  are  paid  to  every  person 
in  the  plant.  Employees  not  having  served  through  the 
entire  bonus  period  benefit  proportionally  to  their  length 
of  service. 

6.  Maintenance  of  high-grade  shipments.  These 
awards  are  made  to  inspectors  only.  For  100  per  cent 
shipments,  25  points;  for  1  or  2  per  cent  rejections  the 
award  is  determined  by  the  money  value  of  the  rejected 
work. 

7.  Gold  medal  or  honor  productive  man  (man  hav- 
ing highest  record  for  efficiency  in  production  during  a 
month),  25  points;  gold  medal  or  honor  non-produc- 
tive man  (set-up  man  having  highest  efficiency  percen- 
tage, and  inspector  having  highest  efficiency  for  month- 
ly shipments),  25  points.  Non-productive  men  such  as 
inspectors,  set-up  men,  etc.,  obviously  do  not  have  as 
good  an  opportunity  of  registering  large  numbers  of 
bonus  points  as  do  the  productive  men,  and  for  that 
reason  each  class  is  given  a  like  consideration  in  mak- 
ing gold  medal  awards.  This  same  policy  is  followed  in 
every  case  where  prizes  are  involved.  There  is  an 
honor    roll     maintained  in    connection    with    the    credit 
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point  bonus  contest  which  is  posted  every  week,  giving 
the  time-clock  numbers  of  all  men  who  have  registered 
an  efficiency  percentage  of  100  or  better.  It  is  the 
average  taken  from  these  weekly  honor  rolls  that  deter- 
mines the  awarding  of  gold  medal  prizes  " 

8.  Miscellaneous  credits  and  penalties  subject  to  the 
special  attention  of  the  management,  (a)  Clean  and  or- 
derly machines,  desks,  benches,  etc.,  penalty  or  award  5 
to  15  points;  (b)  clean  and  orderly  condition  of  floor 
around  machines,  desks,  etc.,  penalty  or  award  5  to  15 
points;  (c)  carelessness  in  handling  blueprints,  penalty 
25  to  50  points;  (d)  failure  to  use  the  provisions  made 
for  handling  work,  penalty  5  to  15  points;  (e)  smoking 
inside  the  shop  or  mutilating  bulletins  or  notices,  penalty 
discharge  and  loss  of  all  points;  (f)  carelessness  in 
handling  materials,  penalty  5  to  15  points;  (g)  prompt- 
ness in  making  out  reports  and  for  being  up  to  date  in 
work,  award  or  penalty  5  to  25  points;  (h)  failure  to 
turn  in  gages  between  day  and  night  shifts,  penalty  5 
to  15  points. 

Additional  Facts  Regarding  the  Contest 

In  addition  to  the  foregoing  eight  classifications, 
special  prizes  are  awarded  to  those  registering  the 
highest  net  number  of  credit  points  during  the  period  of 
the  contest.  Three  of  these  prizes  are  for  producers  and 
three  for  non-producers,  and  the  management  has  re- 
served the  right  to  name  the  amount  of  these  awards, 
so  that  the  awards  may  be  made  in  proportion  to  the 
amount  of  profit  realized  by  the  company  during  the 
period  of  the  contest.  Such  things  as  committee  work, 
athletic  showing,  handling  and  returning  of  tools,  etc., 
are  especially  awarded  or  penalized,  and  also  such  things 
as  department  efficiency,  department  attendance,  etc. 

While  this  system  should  work  out  to  the  decided 
advantage  of  the  employee  as  well  as  the  employer,  a 
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strict  discipline  must  also  be  maintained.  No  cheating 
or  evasion  of  duty,  if  discovered,  will  escape  being 
penalized,  and  second  offences  result  in  discharge.  Pay- 
ment of  credits  and  special  prizes  is  made  immediately 
after  the  close  of  the  contest. 

In  the  case  of  a  break  occurring  in  a  man's  attendance 
record,  efficiency  rating,  or  any  other  feature  of  the  con- 
test, whereby  from  consecutive  records  cumulative 
awards  accrue,  the  minimum  point  toward  them  becomes 
the  starting  point  for  all  additional  awards.  In  general, 
where  penalties  are  inflicted  for  breach  of  rules,  the  mat- 
ter is  handled  in  such  a  way  as  not  to  inflict  undue 
hardship,  and  in  most  cases  warnings  are  given  before 
penalties  are  inflicted.  These  conditions,  of  course,  are 
brought  to  the  attention  of  the  management  and  they  are 
dealt  with  as  the  severity  of  the  case  warrants. 

Effect  of  Contest  on  the  Appearance  of  the  Shop 

The  impressive  thing  about  this  contest  is  that  it 
works,  and  the  results  are  evidence  that  it  has  gone  a 
long  way  toward  bringing  about  the  object  for  which 
it  was  designed.  The  interior  of  the  shop  presents  an 
exceptionally  attractive  appearance  and  there  is  a  notice- 
able freedom  from  congestion.  The  thought  is  evidently 
uppermost  in  each  man's  mind  that  a  contest  is  in  opera- 
tion and  that  they  are  all  after  the  big  awards.  Then  as 
constant  reminders,  a  number  of  notices  are  hung  from 
the  walls  which  read  "Let's  Keep  Her  Neat  and  Clean," 
referring,  of  course,  to  the  machine  and  its  environment. 
Whenever  any  complimentary  correspondence  is  received 
from  a  customer  commenting  on  the  quality  of  the  work 
produced  or  the  promptness  of  shipment,  or  any  other 
similar  matter,  the  substance  of  such  communications  is 
made  known  to  the  men  in  the  shop,  if  in  the  judgment 
of  the  management  such  a  step  will  serve  to  encourage 
the  men  and  enlist  their  cooperation. 
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"MAXI-PAY    BONUS    PLAN"    OF   BULLARD 

MACHINE  TOOL  CO.,  BRIDGEPORT, 

CONNECTICUT^ 

The  plan  of  the  Bullard  Machine  Tool  Co.,  Bridge- 
port, Conn,  in  building  up  its  organization  successfully, 
rests  on  the  principles  which  have  been  summed  up  as 
follows : 

Respect  and  confidence  between  employer  and  em- 
ployee must  be  established  and  maintained. 

A  proper  and  equitable  incentive  must  be  provided  for 
both. 

There  must  be  established  a  measure  for  determining 
the  rate  of  wage. 

The  rate  of  wage  must  be  definitely  related  to  the 
energy,  skill,  experience  and  knowledge  required  to  per- 
form the  work. 

The  company  tells  the  men  frankly  that  its  incentive 
lies  in  the  demand  for  its  products  and  the  profit  which 
this  brings. 

This  means,  of  course,  that  manufacturing  costs  must 
be  kept  down  and  that  manufacturing  methods  be  effi- 
cient. For  the  worker  who  is  employed  directly  on 
production,  the  incentive  is  divided  into  three  separate 
and  distinct  units. 

The  basis  is  an  hourly-rate  of  wage,  bearing  an  equit- 
able relation  to  the  energy,  skill  and  knowledge  of  the 
individual,  as  well  as  to  the  cost  of  living.  There  is 
also  an  incentive  to  prompt,  regular,  and  continued 
attendance,  for  only  in  this  way  can  both  sides  reap  the 
full  benefit  of  employment.  Idle  machines  not  only  fail 
to  earn  money  but  are  an  expense  to  the  company.  This 
ly  earnings,  and  has  proved  remarkably  attractive  in 
every  way. 


^  By      Fred      H.      Colvin,      Editor,      .\mericaii      Machinist. 
Machinist       52  :  1 137-9.      May    27,    1920. 
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The  Maxi-Pay  Bonus  Plan 

It  is  further  recognized  that  the  close  application  to 
work  with  an  accompanying  increase  of  skill,  and,  more 
than  this,  the  desire  to  produce^  merits  an  additional 
reward  commensurate  with  the  increased  output  obtained. 
This  is  taken  care  of  by  what  is  known  as  the  Bullard 
maxi-pay  production  bonus  plan,  which  is  based  upon 
the  allotment  of  an  established  standard  time  for  unit 
production.  This  plan  provides  for  the  payment  of  an 
increasing  bonus  without  limit,  for  increased  efficiency 
and  reduction  of  time  required  for  the  actual  perfor- 
mance of  the  work  in  hand.  The  inefficient  worker, 
whether  the  inefficiency  be  due  to  his  lack  of  eflFort  or 
lack  of  ability,  loses  nothing  except  the  opportunity  for 
increased  earnings,  advancement  and  retention,  as  his 
established  hourly-rate  is  paid  without  regard  to  his 
calculated  efficiency. 

This  plan  has  proved  extremely  attractive  to  the 
workers  and  has  been  highly  satisfactory  to  the  man- 
agement. By  it,  the  worker  is  financially  rewarded  for 
the  extra  effort  and  skill  required  in  increasing  pro- 
duction, and  the  management  obtains  an  increased  pro- 
ductive capacity  from  the  same  plant  and  equipment, 
which,  of  course,  means  an  increased  return  on  its  in- 
vestment. 

The  hourly-wage-rate  is  based  upon  individual  pro- 
ductive capacity,  the  cost  of  living,  and  the  question  of 
supply  and  demand.  Individual  productive  capacity 
bears  a  paramount  relation  to  the  other  factors;  it  di- 
rectly afifects  the  cost  of  manufacture  and  therefore  the 
salability  of  the  product  in  question.  To  arrive  at  an 
intelligent  conclusion  by  combining  these  factors  requires 
experience,  judgment,  and,  above  all,  a  fair  and  equitable 
mind.  Needless  to  say,  this  is  the  crux  of  the  whole 
situation,  and  on  it  the  success  or  failure  of  such  a  plan 
depends.      It  must   be   remembered,   however,   that   the 
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hourly-rate   must  be   sufficiently   high  to   insure  a  con- 
tented state  of  mind  in  the  worker. 

Where  Confidence  Counts 

Critics  will  immediately  point  out  instances  where 
what  seemed  to  be  very  liberal  bonus  plans  failed  to  in- 
sure harmony  and  continued  production.  Strikes  and 
lockouts  have  resulted  under  what  appeared  to  be  liberal 
bonus  plans  and  profit-sharing  methods.  If,  then,  these 
plans  succeed  in  some  places  and  fail  in  others,  we  can 
only  draw  the  conclusion  that  the  success  or  failure  must 
depend  to  a  considerable  extent  on  the  way  in  which  they 
are  applied  and  on  the  personal  element  to  a  very  large 
extent.  When  any  method  of  management  succeeds  in 
the  face  of  difficulties  and  disturbances  in  adjoining 
plants,  there  can  be  no  question  as  to  the  management 
having  established  confidence  of  a  square  deal  in  the 
minds  of  its  men.  And  this  cannot  be  done  by  proclama- 
tion; it  must  be  the  result  of  actual  practice. 

Setting  Fair  St.-vndard  Times 

This  plan  necessitates  the  setting  of  standard-rates 
of  efficiencv  which  are  a  direct  reflection  of  the  enererv, 
skill,  experience  and  knowledge  of  the  worker,  bv  which 
each  can  be  judged  and  from  which  ])romotions  can  be 
made.  Here  is  where  the  principle  of  the  square  deal 
plays  a  very  important  part.  Xo  individual's  judgment 
is  infallible,  and  no  hard  and  fast  rules  can  be  entirely 
successful  in  preserving  harmony  and  good  feeling 
Men  of  exceptional  experience  and  character  are  detailed 
for  the  work  of  setting  standard  time,  this  being  just 
the  reverse  of  some  former  practices,  where  voun^r  and 
inexperienced  college  men   were  chosen   for  this   work. 

The  management  realizes  that  it  is  practically  impos- 
sible for  any  man,  no  matter  how  broad  his  experi- 
ence, to  figure  accurately  and  equitably  in  every  instance 
— particularly  on  complicated  work.     It  is  therefore  the 


policy  of  the  company  to  put  new  work,  or  old  work  with 
new  equipment,  into  operation  on  the  basis  of  a  trial 
time.  In  this  connection  it  is  thoroughly  understood  that 
the  management  relies  upon  the  operator  to  put  forth 
his  best  effort  and  to  be  absolutely  on  the  level.  Know- 
ing that  the  management  plays  fair  with  him,  the  work- 
man responds  in  practically  every  instance,  and  it  is  the 
exceptional  case  where  any  attempt  to  influence  time 
setting  by  soldiering  has  been  attempted. 

Knowing  that  it  is  out  of  the  question  to  expect  per- 
fection in  time  setting  or  anything  else,  means  are  pro- 
vided for  making  special  adjustments  which  may  be 
found  necessary.  Conditions  occasionally  develop  which 
are  entirely  beyond  the  control  of  the  operator  or  the 
time  setter,  such  as  exceptionally  hard  castings,  a  run  of 
castings  or  other  material  which  must  be  rejected  for  de- 
fects which  appear  only  after  machining,  and  sundry 
other  causes.  On  the  other  hand,  the  confidence  that  a 
square  deal  is  always  forthcoming  makes  it  possible  to 
adjust  standard  times  downward  as  well  as  upward  when 
equity  demands. 

Efficiency  of  the  Average  Man 

The  system  of  figuring  time  assumes  that  the  average 
man  on  a  work-day  basis,  and  with  average  application, 
will  be  75  per  cent  efficient,  while  a  high-grade  man,  un- 
der the  same  conditions,  will  produce  approximately  100 
per  cent.  This  enables  the  average  man  to  earn  the 
hourly-rate  of  the  class  to  which  he  belongs,  and  for 
every  1  per  cent  he  increases  his  efficiency  over  75  per 
cent  he  obtains  a  similar  increase  in  wages.  Thus,  the 
100  per  cent  man  gets  25  per  cent  bonus  on  his  wages, 
this  bonus  being  paid  monthly. 

There  are  two  exceptionally  good  features  about  the 
whole  plan,  especially  about  the  way  in  which  it  has 
worked.  It  has  helped  to  make  men  contented  when  all 
of  the  rest  of  the  city  was  in  more  or  less  turmoil,  and 
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it  has  increased  production  and  reduced  the  cost  of  manu- 
facture in  a  manner  which  is  extremely  gratifying  to  the 
management.  The  figures  are  almost  unbelievable  and 
would  make  many  shop  managers  green  with  envy. 

The  average  man  or  the  man  with  75  per  cent  effi- 
ciency must  maintain  this  in  order  to  be  considered  a 
desirable  addition  to  the  working  force.  For  promo- 
tion from  this  class  to  the  one  higher,  he  must  attain  an 
average  efficiency  of  90  per  cent  for  three  months. 
An  average  efficiency  of  100  per  cent  places  the  worker 
in  the  highest  class,  which,  of  course,  carries  the  highest 
hourly-rate.  Tn  order  to  maintain  standing,  the  work- 
man must  keep  his  average  performance  up  to  the  per- 
centage of  efficiency,  required  for  that  class,  demotion 
after  a  reasonable  period  being  the  very  natural  penalty. 
By  this  method  both  promotion  and  demotion  are  auto- 
matically controlled  by  the  individual's  efficiency  record 
and  not  by  the  whim  of  any  individual. 

Subforemen,  leaders  in  charge  of  working  gangs  of 
mechanics  on  repair  and  similar  work,  are  in  a  separate 
class,  and  are  rated  at  a  somewhat  higher  figure  than 
the  100  per  cent  workers.  This  group  is  made  up  of  men 
with  wide  experience  and  employees  of  long  standing. 
and  from  them,  foremen  and  shop  executives,  so  far  as 
possible,  are  selected. 

BONUS  PLANS  FOR  TRUCK  DRIVERS  ^ 

Note— The  following  article  on  "Bonus  Plans  for  Truck 
Drivers"  does  not  confine  itself  entirely  to  the  subject  of  Pro- 
duction Bonus  Systems,  but  is  given  here  because  of  its  com- 
pleteness.— Editor. 

Four  Types  of  Bonuses 

Tnick  bonus  plans  divide  themselves  naturally  into 
four  classes,  according  to  the  results  which  each  is  de- 
signed to  accomplish. 

»  By  Harold  P.   Gould.  Chairman.   Truck  Owners  Conference,   Chicago. 
100%.     p.    123-8.     June,    1919.     p.    121-32.     July,    1919. 
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First  and  most  complete  is  the  combined  production 
and  economy  bonus  (Bl)  either  in  the  payment  of  cash, 
or  the  issuance  of  credit  rating. 

The  second  class  (B2)  is  the  production  bonus.  Sub- 
dividing our  examples  according  to  methods  of  payment, 
we  find  one  by  commission,  two  by  piece-work,  three  by 
bonus  for  exceeding  a  standard,  either  an  individual 
or  a  pooled  bonus. 

The  third  class  (B3)  includes  economy  bonus  plans 
for  the  following  or  similar  purposes: 

1.  Lowering  per  mile  cost 

2.  Increasing  tire  mileage 

3.  Decreasing  spring  breakage 

4.  Decreasing  accidents 

5.  Increasing  gasoline  mileage 

6.  Good  behavior 

7.  Regular  attendance 

8.  Not  getting  stuck  on  the  road 

9.  Keeping  the   car  out   of   the  repair   shop. 

The  fourth  class  (B4)  comprises  service  bonus  plans: 

1.  Yearly  bonuses,  distributed  at  Christmas  time,  or 
bonuses  at  other  infrequent  intervals 

2.  Yearly  distribution  plus  a  saving  feature 

3.  Regular  wages  rising  $1  per  week  each  month 
for  period  of  months. 

While  these  four  divisions  do  not  cover  all  possible 
bonus  plans  for  truck  operation,  they  do  cover  all  those 
studied  or  discovered  by  this  organization.  We  believe 
that  their  classification,  and  similar  classification  of  ad- 
ditional plans  as  they  are  discovered  will  simplify  great- 
ly the  study  of  truck  bonus  plans  as  a  whole,  and  allow 
better  choice  on  the  part  of  the  prospective  user  of  that 
plan  or  several  plans  that  can  be  worked  into  his  busi- 
ness to  the  best  advantage. 

The  First  Bonus  Plan 

The  first  bonus  plan  of  which  we  have  any  record  is 
the  bonus  which  the  Western  Fuel  Company  of  Chicago 
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paid  C.   E.  Timroth,   President  of  the  Timroth   Motor 
Trucking  Company,  in  1899  twenty  years  ago. 

Mr.  Timroth  drove  three  horses  hauling  coal  to  the 
County  Hospital  for  $21  a  week,  with  a  basic-wage  for 
a  certain  number  of  tons  and  20  cents  a  ton  for  every 
ton  hauled  above  that  number.  He  hauled  an  average 
of  42  tons  a  day  for  a  solid  year,  and  averaged  between 
$155  and  $160  a  month. 

Bl — Combined  Production  and  Economy  Bonus 

The  Timken-Detroit  Axle  Company  of  Detroit  have 
worked  out  what  is  perhaps  the  most  complete  combined 
production  and  economy  bonus  in  use  in  the  country  to- 
day, because  it  is  based  upon  the  savings  in  cost  per  ton- 
mile. 

George  W.  Veale,  Director  of  the  Department  of 
Standards  of  this  company,  after  a  thorough  study  of  the 
cost  records  of  the  Timken  Company,  established  an 
average  cost  per  ton  mile  as  a  standard,  finally  deter- 
mined at  8  cents  per  ton  mile. 

Half  of  the  saving  under  8  cents  per  ton  mile,  it  was 
agreed  was  to  go  to  the  Timken  Company  and  half  to 
the  driver  and  dispatcher,  in  the  proportion  of  40  per 
cent  of  the  saving  to  the  driver  and  10  per  cent  to  the 
dispatcher  or  garage  foreman. 

Covering  a  period  of  fifteen  months'  operation,  this 
bonus  accomplished  remarkable  results  including,  m  the 
case  of  the  best  truck,  No.  3,  a  ton  mile  gain  of  99.9 
per  cent  with  a  cost  per  ton  mile  decrease  of  64.7  per 
cent — a   truly    remarkable   saving. 

Truck  No.  2  increased  its  ton  milage  104  per  cent 
with  a  saving  in  cost  of  43.3  per  cent.  In  the  whole  fleet 
the  ton  mile  increase  was  70  per  cent  in  August  1917, 
with  30  per  cent  more  capacitv  of  trucks  than  in  June 
1916. 

The  average  per  cent  of  operating  time  for  a  single 
month  has  reached  the  maximum  figure  of  77.3  per  cent 
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counting  as  idle  time  all  time  when  the  truck  is  not  ac- 
tually carrying  a  load;  thus  idle  time  includes  all  the 
time  the  truck  is  out  of  service  and  all  the  time  lost  for 
loading  and  unloading. 

The  bonus  is  payable  semi-annually  as  the  heavy  ex- 
pense in  the  second  or  third  month  may  wipe  out  some 
of  the  saving  accruing  to  the  driver's  bonus  in  the  first 
month. 

The  careful  check-up  on  cost  necessitated  by  having 
to  give  the  drivers  a  square  deal  in  the  fair  distribution 
of  the  bonus,  the  incentive  given  the  drivers  to  load  and 
get-away  more  promptly  which  increases  ton  mileage  and 
lowers  cost,  in  addition  to  opportunity  given  the  manage- 
ment to  distribute  the  praise  for  lower  cost  where  the 
credit  is  really  due,  and  to  pick  and  standardize  upon 
the  individual  truck  units  which  are  best  adapted  to  Tim- 
ken service,  have  all  been  additional  factors  in  the  great 
success  of  this  plan. 

The  Credit  System 

Harold  B.  Weaver,  while  Chief  Engineer  of  the  Chi- 
cago Motor  Bus  Company,  installed  what  is  known  as 
the  credit  system  a  most  complete  merit  and  demerit 
system  for  increasing  the  hourly-rate  of  pay  of  the  three 
hundred  and  sixty-five  employees  of  that  Company,  in 
addition  granting  them  an  interest  in  the  profits  of  the 
business  after  they  have  been  awarded  a  certain  number 
of  bonus  credits. 

Twenty-five  credits  are  granted  for  each  month  of 
satisfactory  service  with  the  company,  and  after  the  earn- 
ing of  one  hundred  and  fifty  credits,  or  six  months' 
regular  service,  the  employee  is  entiled  to  a  cent  an 
hour  increase  in  pay. 

Extra  bonus  credits  are  granted  on  the  judgment  of 
a  committee  and  the  management,  for  particularly  good 
service,  or  efficient  work,  which  brings  the  date  of  the 
raise  in  pay  in  less  than  six  months. 

The   book   of    rules,    containing   a   schedule   of   the 
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demerits  which  are  the  penalty  for  their  infraction,  is 
printed  and  distributed  to  each  man. 

Such  demerits  detract  from  the  credits  oi  a  man  and 
defer  the  time  of  the  cent  an  hour  raise  in  pay.  In 
other  words,  the  automatic  increase  in  pay  is  determined 
solely  by  each  man's  merits  and  demerits  record. 

The  records  of  all  the  men  are  posted  on  a  bulletin 
board  near  the  recreation  room  where  all  may  read  them. 
Not  only  does  each  man  know  exactly  where  he  stands 
in  relation  to  every  other  man  in  the  company,  but  the 
management  can  tell  at  a  glance  just  which  men  are 
progressing  the  fastest,  which  ones  have  been  longest  in 
the  employ  of  the  company,  and  which  have  the  fewest 
demerits  for  breaking  rules. 

This  is  the  combined  bonus,  on  the  basis  of  merits, 
for  both  length  of  service  and  quality  of  service,  as  well 
as  for  both  production  and  economy. 

In  order  that  there  may  be  no  unfairness  in  the  im- 
position of  discounts,  a  written  definition  of  an  offense 
is  made  out  and  if  the  man  wishes  to  appeal  the  deci- 
sion, the  case  is  settled  by  the  superintendent  or  is  re- 
ferred to  a  Board  of  Appeals,  made  up  of  three  men 
who  have  had  nothing  to  do  with  the  happenings  in 
question. 

The  credit  system  allows  the  use  of  bonus  credits 
for  group  or  pool  action.  For  instance,  this  company 
gave  the  whole  organization,  down  to  the  last  man  in 
the  shop,  credit  for  every  fiftieth  of  a  mile  they  went  up 
per  gallon  of  gas  in  the  operation  of  their  sixty-five 
busses  on  the  Chicago  highway.  They  went  up  3  cents 
to  the  mile.  The  cost  monthly  in  payroll  was  $300. 
and  the  saving  in  gasoline  $1200,  making  a  net  earning 
to  the  company  of  $900 — which  is  good  business. 

In  the  same  way  the  company  gave  the  whole  organi- 
zation bonus  credits  for  a  reduction  of  accidents  on  a 
mileage  basis. 

One  of  the  big  advantages  to  the  company  is  the  fair- 
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iiess  with  which  all  the  men  are  treated  and  the  reduc- 
tion of  turnover  due  to  each  man's  certain  knowledge 
that  he  will  receive  increased  pay,  if  he  performs  con- 
tumous  and  faithful  service. 

The  profit-sharing  plan  comes  into  effect  after  a  man 
has  fifteen  hundred  credits,  which  may  take  from  two  to 
five  years,  depending  upon  the  man's  ability  and  faithful- 
ness. When  he  participates  in  the  earnings  of  the  com- 
pany he  does  so  at  the  same  dividend  rate  earned  by 
the  common  stock,  his  yearly  salary  being  used  as  the 
basis  of  figuring  his  dividend. 


Bonus   Based  on   Miles   Traveled,   with   Gas  Con- 
sumption Provision 

The  DeFrain  Sand  Company  of  Philadelphia  based 
its  bonus  first  on  the  percentage  of  actual  operating 
time  shown  on  recording  device  charts,  to  the  standard 
or  allowed  time  of  six  minutes  per  mile,  with  ten  minutes 
allowed  on  each  trip  for  loading  and  unloading. 

For  instance,  if  the  time  taken  per  mile  is  six 
and  one-half  minutes  in  any  week,  the  driver  is  con- 
sidered to  have  made  92  per  cent  efficiency,  found  by  di- 
viding tlie  standard  time  six  minutes  by  the  actual  time 
six   and   one-half    minutes. 

To  prevent  waste  of  gasoline  in  the  effort  to  earn 
the  mileage  bonus,  the  company  added  a  close  check  on 
mileage  per  gallon.  The  standard  miles  per  gallon  was 
taken  as  five,  and  if  the  actual  miles  per  gallon  in  the 
week  taken  above  was  five  and  five  tenths  miles  the 
driver  was  considered  as  110  per  cent  efficient  in  gasoline 
consumption. 

The  average  efficiency,  or  half  the  two  figures,  in  the 
example  above,  92 -f  110,  in  this  case  would  be  101  per 
cent. 

A  bonus  of  $2  per  week  was  paid  to  every  driver 
with  80  per  cent  to  90  per  cent  efficiency,  $3  per  week 
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to  every  one  with  90  per  cent  to  100  per  cent,  and  $4 
per  week  to  each  one  showing  over  100  per  cent,  as  in 
the  example  we  have  taken. 

Production  is  paid  for  in  miles  in  this  case,  but  not 
in  tonnage  hauled,  which  leaves  this  plan  open  to  the 
criticism  that  it  pays  the  driver  better  to  get  away 
promptly  and  run  at  low  gas  consumption,  than  to  do 
profitable  work  for  the  owner  by  carrying  a  full  load 
every  time. 

Some  offset  of  this  kind  seems  necessary  to  insure 
economy  when  production  increases  are  paid  for  with 
a  bonus,  or  to  insure  production  increases  when  econ- 
omy is  paid  for  with  a  bonus. 

The  examples  of  combined  production  and  economy 
bonus  given  here  seem  to  accomplish  this  dual  purpose 
pretty  well,  although  executive  supervision  and  care  will 
provide  the  necessary-  check  in  most  cases  when  simple 
production  or  economy  bonuses  are  used. 

B2 — The  Production  Bonus 

Production  bonuses  mav  be  subdivided  under  the 
following  heads : 

1.  Commission 

2.  Piece-work 

3.  Bonus  for  exceeding  standard  task 

(a)  Individual 

(b)  Pooled 

Straight  production  bonuses  to  increase  the  amount 
produced  over  the  standard  task  are  more  common  than 
any  other  type  of  bonus  plans.  That  hardly  any  two 
of  those  discovered  are  alike  in  many  particulars,  shows 
the  various  applications  possible  with  this  type  of  bonus, 
but  almost  every  one  of  them  is  successful  in  doing 
svhat  it  set  out  to  accomplish. 

Straight  Commission  Bonus 

The  General  Storage  &  Cartage  Company  of  Detroit 
pay  their  truck  drivers  a  straight  commission  of  20  per 
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cent  on  the  earnings  of  the  truck,  which  has  put  every 
driver  into  business  for  himself. 

Tliis  carries  out  the  simple  i)rinciplc  upon  which 
salesmen  and  various  other  workers  whose  efforts  di- 
rectly affect  the  production  of  the  business  are  paid,  but 
it  is  the  only  thoroughly  worked  out  commission  plan 
of  truck  driver  payment  we  can  find  in  this  country. 

The  average  earning  per  truck  per  day  is  $35 ;  sub- 
tracting $7  salary,  this  leaves  $28  net  per  truck  per  day 
for  an  average  load  capacity  of  five  tons.  One  truck 
earns  as  high  as  ^3  in  a  single  day,  which  nets  that 
driver  $12.60  and  leaves  the  company  $50.40  for  ex- 
penses and  profits. 

Only  10  per  cent  of  the  total  income  on  the  truck 
is  really  paid  as  a  bonus  because  half  the  average  sum, 
or  $3.50  per  day,  would  be  the  union  scale  paid  the 
drivers  anyway,  regardless  of  production.  The  guar- 
anteed day-rate  of  $4  a  day  is  assured  every  driver  in 
case  his  commission  does  not  run  over  that  sum. 

The  bonus  has  been  responsible  for  a  50  per  cent  in- 
crease in  earnings,  however,  which  shows  how  profitable 
an  investment  this  is  for  the  company. 

This  plan  cuts  waiting  time  down  absolutely  to  the 
minimum  because  the  drivers  earn  twice  as  much  when 
they  are  running  as  they  do  when  the  truck  is  standing 
idle  waiting  for  loading  or  unloading. 

They  devise  new  loading  methods  and  even  convince 
customers  to  put  in  loading  aids  without  expense  to  the 
cartage  company.  Also  they  are  keen  to  keep  the  trucks 
out  of  the  repair  shop. 

The  plan  has  done  away  with  the  shortage  of  labor. 
In  fact,  the  company  has  a  waiting  list  of  drivers.  Higher 
pay  and  satisfied  drivers  mean,  of  course,  better  service 
to  the  customer  and  increased  business  to  the  company. 

The  commission  plan  or  piece-work  plan  has  been  ex- 
tended to  the  loaders  and  unloaders  in  the  warehouse, 
for  taking  news  print  paper  out  of  the  car  and  rolling  it 
into  the  warehouse;  they  are  paid   13   cents  a  ton   for 
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unloading  the  rolls,  and  receive  10  cents  for  taking  them 
out  of  the  warehouse  and  loading  them  on  the  truck. 

Another  immediate  effect  upon  the  drivers  was  to 
make  them  desirous  to  carry  trailers,  in  order  to  increase 
their  tonnage  and  commission. 

A  more  complete  discussion  of  this  General  Storage 
and  Cartage  Company  bonus  plan  has  appeared  in 
1007t    Motor  Truck  Section. 

Commission  Basis  and  Profit-Sharing 

The  Yellow  Cab  Company  of  Chicago  pay  their  cab 
drivers  on  a  commission  basis,  supplemented  by  a  form 
of  profit-sharing. 

Their  drivers  now  receive  23  per  cent  of  all  fares 
brought  in  through  regular  orders  to  the  company,  18 
per  cent  of  fares  on  pickups,  and  50  per  cent  of  extra 
fares. 

Economy  of  gas  consumption  is  assured  by  allowing 
the  drivers  to  buy  their  own  gas  from  the  company  at 
11  cents  per  gallon,  practically  half  price,  at  the  same 
time  that  a  commission  on  the  earnings  is  allowed. 

The  corporation  of  its  own  free  will  determined  to 
give  its  employees  35  per  cent  of  its  profits  in  the  form  of 
semi-annual  dividends  and  bonuses,  to  be  distributed 
according  to  three  classifications  of  the  employees, 
classes  A,  B,  and  C,  as  determined  by  merits  and 
demerits  awarded  according  to  the  quality  of  service 
they  render. 

Cash  dividends  prorated  according  to  total  earnings, 
the  percentages  being  established  by  the  class,  are  given 
to  all  those  in  service  for  five  out  of  the  six  months 
dividend  period. 

Each  month  an  amount  of  common  stock  equal  to  10 
per  cent  of  an  employee's  commission  or  salary  is  set 
aside,  but  a  stock  certificate  is  issued  to  each  man  for  a 
smaller  percentage  than  this  amount  determined  by  his 
class,  while  the  remainder  of  the  10  per  cent  in  each  case 
goes  into  a  war  bonus  fund. 
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The  certificates  are  translatable  into  stock  at  the  end 
of  each  dividend  period. 

The  war  bonus  fund  is  divided  at  the  end  of  each 
dividend  period  among  the  three  classes  in  proportion  to 
their  respective  holdings  of  certificates. 

There  are  excellent  provisions  for  greater  reward  for 
continuous  service,  for  the  award  of  extra  merits,  for 
the  fair  handling  of  demerits,  which  are  too  long  to  be 
given  in  full. 

A  Trailer  Bonus 

The  Dunbar  Stone  Company,  River  Rouge,  Michigan, 
has  a  simple  trailer  bonus  plan.  Every  time  a  driver 
takes  out  a  trailer  he  gets  a  brass  check ;  he  accumulates 
these  until  pay  day,  when  he  turns  them  in  and  gets  a 
stipulated  amount  of  money  for  each  in  addition  to  his 
regular  wages. 

All  men  do  not  like  to  carry  a  trailer  because  it  is 
a  little  more  trouble,  so  that  all  who  do  get  so  much  per 
hour  extra  all  through  the  month,  in  addition  to  the  bonus. 
They  are  considered  in  a  class  a  little  above  the  regular 
truck  drivers,  for  they  carry  a  helper  while  the  others  do 
not. 

The  Emerson  Bonus 

Joseph  T.  Ryerson  &  Son,  steel  warehouse  organiza- 
tion, pay  their  loading  gang  on  the  Emerson  bonus  curve 
for  meeting  standard  time  in  loading  their  trucks;  the 
result  was  that  loading  time  was  cut  within  the  first 
three  months'  operation  of  the  bonus  from  one  hour  to 
one-half  hour  per  load. 

On  two  trips  per  day  for  twenty-five  trucks  this  would 
average  twenty-five  trucking  hours  saving,  or  something 
like  $60  to  $75  a  day  money  saving  to  the  company. 

The  earnings  of  the  men  and  their  standings  in  com- 
parison to  their  fellow  workers  are  posted  on  a  black- 
board where  all  the  men  can  read  it.  The  bonus  is  fig- 
ured daily,  itemized  in  clear  monthly  statements  to  each 
man  so  that  he  can  figure  out  just  what  his  earnings 
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have  been  each  day  and  be  sure  that  no  mistakes  have 
been  made  m  the  office. 

If  trucks  cost  from  $2  to  $3  per  hour,  the  institution 
of  a  bonus  plan  which  will  save  one  hour  a  day  is  a 
worth-while  investment  of  time  and  money  for  the  con- 
cern seeking  maximum  results. 

Bonus  for  Freight  Hauling 

The  Michigan  Drug  Company  of  Detroit  at  one  time 
hired  Its  freight  hauled  to  and  from  the  freight  depots 
by  outside  haulage  companies,  while  it  employed  its  own 
ten  trucks  on  city  delivery.  As  the  price^f  outside 
haulage  advanced  from  2  cents  a  hundred  to  5  cents, 
It  was  agreed  something  must  be  done. 

The  drivers  of  their  trucks  were  then  oflfered  a  bonus 
approximating  30  per  cent  of  the  savings  effected  if  they 
would  haul  the  freight  themselves,  in  addition  to  their 
delivery  work. 

In  one  year  when  the  company  would  have  paid  out 
$6,000,  an  average  of  about  $120  a  week  for  this  service, 
the  bonus  amounted  to  approximately  $2,000,  divided 
among  eight  drivers,  in  proportion  to  the  tonnage  each 
hauled,  and  two  shippers. 

The  gross  saving  to  the  company,  not  counting  wear 
e^lj^^^""  ^"  equipment,  and  gasoline,  was  therefore 
$4,000.  When  cartage  costs  further  advanced  to  7 
cents  a  hundred,  this  saving  became  proportionately 
greater. 

Changed  conditions  made  a  bonus  for  this  work  un- 
necessary, and  a  straight  bonus  of  not  exceeding  $4  a 
week  IS  paid  each  driver  at  the  discretion  of  the  traffic 
manager,  for  keeping  his  trucks  in  the  running. 

Pool  Bonus  for  Packers  and  Shippers 

Parke,  Davis  &  Company  of  Detroit  have  set  standard 

accomplishments  for  packing  and  preparing  for  the  load 

and  loading  on  the  basis  of  hundreds  of  pounds  handled 

per  hour.     For  instance,  three  hundred  pounds  per  man 
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per  hour  is  the  standard  for  packing  domestic  goods,  two 
hundred  pounds  per  hour  for  foreign  goods,  and  six 
hundred  pounds  per  hour  for  trucking  (weighing,  mark- 
ing, stacking,  loading,  etc.). 

The  bonus  on  accomplishments  over  these  standards 
for  the  employees  participating  are  pooled,  and  all  share 
alike.  This  bonus  has  not  only  markedly  increased  in- 
dividual production,  but  the  pooled  feature  has  made  the 
slow  workers  answerable  to  the  quicker  workers  for  pick- 
ing up  in  their  speed,  and  has  acted  as  an  added  incentive. 

Freight  Hauling  Bonus 

Another  bonus  in  use  by  Parke,  Davis  &  Company  is 
a  pooled  production  bonus  for  hauling  freight.  It  was 
formerly  applied  to  outside  teamsters  drawing  the  union 
wage  from  their  own  bosses,  but  in  the  near  future  will 
be  applied  with  a  changed  standard  to  drivers  of  their 
own  trucks  who  will  handle  the  freight  haulage. 

A  fair  day's  haulage  was  considerd  to  be  twenty-four 
thousand  pounds,  carried  in  three  or  four  loads.'  The 
excessive  loading  time  required  by  this  company's  miscel- 
laneous goods  makes  this  figure  lower  than  a  similar 
standard  in  another  business. 

The  bonus  for  exceeding  this  standard  was  12  cents 
per  hundred  pounds.  Four  men,  working  full  time, 
participated  equally  in  one  month's  pooled  bonus,  at 
the  rate  of  $9.59  each— and  this  was  a  poor  month.  A 
man  who  worked  less  than  full  time  would  be  paid  a 
proportionately  smaller  share. 

Bonuses  on  Number  of  Loads 
In  the  National  Tube  Company  operation  at  McKees- 
port,  Pennsylvania,  during  the  coal  shortage,  the  manage- 
ment set  a  certain  bonus  per  load  for  each  load  above  the 
standard  number  of  loads  expected  of  the  different  trucks, 
depending  upon  the  distance  of  their  haul  from  the  mines 
to  the  plant. 

Two  hundred  and  fifty  trucks  were  engaged  in  haul- 
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ing  coal  to  keep  the  plant  in  operation  for  more  than  a 
year  and  the  haulage  records  were  remarkable,  partly  be- 
cause of  the  bonus  plan  and  partly  because  of  the 
intensive  time  studies  made  as  a  basis  for  showing  each 
operator  how  to  save  a  minute  here  or  a  minute  there, 
and   so   make   more  trips    during  the  dav. 

Other  Productiox  Bonuses 

The  Hammond  Lumber  Company  oflFered  their  men 
a  certain  wage  for  each  thousand  feet  of  lumber  cut  and 
hauled  over  a  number  set  as  standard,  for  a  day,  with 
very  good  results. 

Emil  Schumann  of  Pittsburgh  tried  paying  his  drivers 
$30  a  week  and  offered  to  pay  them  a  commission  of  10 
per  cent  on  all  sales  of  his  truck  service  made  by  them 
on  the  outside,  without  sacrificing  their  regular  hauling 
work. 

One  driver  brought  in  two  new  customers  the  first 
two  weeks.  One  day  a  man  on  the  street  inquired  for 
someone  to  do  some  hauling  for  him,  and  the  driver 
earned  $2  commission  on  the  $20  job  that  resulted. 

The  Central  Stamping  Company  of  Newark,  N.J. 
when  T.  D.  Pratt  had  charge  of  their  motor  trucks  paid 
the  driver  a  day-rate  of  $3  per  day,  and  credited  each 
man  with  a  certain  sum  per  ton  mile  haulage. 

This  allowed  a  man  to  earn  as  high  as  $9  a  day,  and 
at  the  same  time  the  cost  per  ton  mile  must  be  cut  to  6 
cents  disregarding  the  ferry  charge,  which  was  2  cents, 
under  the  freight  cost  per  ton  mile,  a  25  per  cent  sav- 
ing over  freight. 

Henry  L.  Gantt  twelve  years  ago  installed  a  truck 
bonus  plan  in  Rhode  Island  with  more  than  the  usual 
care  and  accuracv. 

Most  of  the  operation  took  place  within  the  plant's 
yard  covering  a  large  area.  The  regular  planning  depart- 
ment scheduled  the  work  on  a  twenty-four  hour  basis  so 
that  approximately  at  four  o'clock  in  the  afternoon  the 
truck  foreman  knew  the  materials  from  each  department 
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that  were  to  be  required  in  each  storehouse  in  the  morn- 
ing to  start  work. 

A  definite  card  of  instructions  was  issued  to  each 
driver  in  that  yard  before  he  left  at  night,  telling  him 
where  to  report,  what  quantity  and  class  of  goods  he 
was  to  take  from  the  loading  point  and  where  to  deliver 
it.  Opposite  each  item  on  the  card  of  instructions  was 
the  time  allowed  for  doing  the  work. 

If  he  accomplished  his  task  in  the  time  set,  or  in  less 
than  the  time  set,  he  was  paid  a  percentage  upon  the  time 
saved  at  the  guaranteed  day-rate  whether  he  earned  the 
bonus  or  not.  The  same  general  plan  is  in  operation  to- 
day. 

A  production  bonus  is  that  of  the  Campbell  Coal 
Company  of  Atlanta,  Ga.,  who  base  a  simple  bonus  plan 
on  the  number  and  duration  of  stops,  as  ascertained  by 
recording  devices.  Supplementing  this  information  with 
accurate  studies  of  loading  and  unloadmg  time,  they  are 
able  to  gauge  the  allowable  "time  lost  on  the  road"  for 
the  various  runs. 

Unless  the  drivers  report  delays  of  over  two  minutes, 
the  time  is  charged  up  against  them.  For  each  day  that 
the  driver  has  no  such  "time  lost,"  he  is  given  a  star, 
representing  a  perfect  record. 

For  six  stars,  awarded  for  a  full  week's  work,  a  driver 
is  given  a  bonus  of  $1.25.  Overtime  is  paid  for  at  the 
rate  of  25  cents  an  hour,  but  lost  time  is  deducted  before 
overtime  is  paid. 

If  a  man  makes  less  than  six  stars,  the  bonus  is  dis- 
tributed on  the  basis  of  $1  a  week,  or  16^  cents  for 
each   smgle   star. 

Nearly  every  one  of  the  drivers  is  receiving  the  full 
$1.25  a  week. 

The  Economy  Bonus  (B3) 

The  summary  of  the  Economy  Bonus  Plans  (B3)  in- 
cludes plans  for  the  following  purposes: 
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1. 
2. 
3. 
4. 
5. 
6. 
7. 
8. 
9. 
10. 


Lowering  per  mile  cost 
Increasing  tire  milage 
Decreasing   spring  breakage 
Decreasing  accidents 
Increasing  gasoline   milage 
Good  behavior 
Regular  attendance 
Not  getting  stuck  on   the   road 
Keeping  car  out   of   repair  shop 
Reducing  customer  complaints 


LovvEKixc,  Pkr  Milk  (  nsis 
Ward  &  Ward,  Inc.,  of  Buffalo,  have  worked  out  a 
very  successful  bonus  plan  based  on  the  cost  of  operation 
per  mile.  With  the  allowed  cost  at  7  cents  a  mile,  they 
give  the  driver  all  the  saving  he  can  effect  on  this 
standard  and  deduct  from  his  bonus  the  cost  of  all 
accidents   unless   proved   to  be   outside   his   control. 

Production  remains  at  a  predetermined  standard  be- 
cause the  deliveries  are  made  to  customers  on  fixed  routes, 
under  very  nearly  standard  conditions  of  roads  and  loads ; 
time  does  not  enter  in,  because  if  the  driver  takes  longer 
than  he  should  he  is  simply  running  his  day  longer  with- 
out cost  to  the  company.  The  deduction  for  accidents 
has  been  carefully  made  under  Mr.  Ward's  personal 
supervision. 

First  of  all,  a  fair  wage  is  paid ;  the  man  starts  at  $20 
a  week,  the  next  month  receives  %22  a  week  and  the  sixth 
month  $24. 

In  figuring  cost  per  mile  on  these  one  and  one-half 
ton  trucks,  garage  cost,  depreciation  and  insurance  were 
not  included  and  it  came  to  gas,  oil  and  tires. 

Bonus  payments  are  made  every  four  months.  Three 
drivers  earned  at  the  last  distribution  %7S,  $50,  and  $30 
respectively;  three  times  that  sum  for  twelve  months 
is  a  very  respectable  bonus  earning. 

Better  satisfied  drivers,  more  careful  with  their  trucks, 
and  working  for  the  interest  of  the  company,  as  well  as 
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lower  maintenance  cost  on  the  cars  were  the  good  re- 
sults of  the  use  of  this  bonus  plan.  Three  cars  were  run 
nearly  a  thousand  miles  a  month  for  eleven  months  each 
and  were  laid  up  only  a  total  of  five  days  for  repairs. 

Four  Combined  Bonuses 
The  Oilman  Trucking  Company  of  Cleveland  offer 
their  drivers   four  simple  bonus  payments  of   $5  each 
for  accomplishing  four  different  results,  as   follows: 

1.  For  regular  attendance  and  no  absence  without 
excuse  previously  granted  by  the  foreman. 

2.  For  good  behavior 

3.  For  not  getting  stuck  on  the  road 

4.  For  keeping  the  truck  out  of  the  shop  in  working 
hours 

This  made  it  possible  for  each  driver  to  earn  $20 
per  month  for  exercising  proper  care,  and  resulted  in 
lower  cost  and  greater  production  to  the  company. 

Spring  and  Tn<E  Bonus 

McCrady  Brothers,  in  the  coal  and  building  material 
business  in  Pittsburgh,  are  operating  two  simple  bonus 
plans  with  excellent  results,  the  first  on  tires,  and  the 
second  on  springs. 

Each  driver  is  offered  $1  for  each  thousand  miles 
he  runs  his  truck  over  the  maker's  guaranteed  seven 
thousand  miles,  and  $2  for  each  thousand  miles  he  runs 
his  duals,  or  large  single  tires  on  the  rear  wheels,  over 
the   maker's   guarantee. 

When  a  driver  runs  his  tires  fourteen  thousand  miles, 
for  instance,  he  earns  $7  bonus  on  each  front  wheel  and 
$14  for  each  rear  wheel,  a  total  of  $42  bonus. 

The  good  results  are  not  only  satisfied  drivers  and 
increased  mileage  on  tires,  for  when  the  rear  tires  are 
so  handled  as  to  run  more  miles,  it  stands  t(j  reason  that 
the  differential  will  run  more  miles  and  the  engine  will 
run  further  without  an  overhaul.  Careful  driving  means 
longer  wear  on  every  part  of  the  machine. 

A  10  per  cent  overload  is  all  that  is  allowed  on  these 
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trucks,  and  the  drivers  have  no  desire  to  put  on  more 
load  or  to  speed  the  trucks  because  it  is  working  to  their 
detriment  m  the  tire  bonus. 

One  driver  that  earned  a  bonus  for  runnini-  his  front 
tires  seven  thousand  miles  over  the  guaranteed  distance, 
hauled  seven  hundred  and  seventy  tons  more  in  a  three 
months  contest  than  another  driver  with  a  lower  tire 
mileage  in  the  same  time,  proving  that  the  economy  bonus 

"""  Z?      ..T-  ^''''"  ^^^  production  of  the  truck. 

When   Wilham    McCrady  offered   his   drivers   a  S3 
bonus  for  every  month  in  which  no  springs  were  broken 
he  did  It  to  meet  a  serious  situation,  for  on  one  truck 

If  Tcon^''^?^'"^  ^^"^  ^"^^^"  ^P^"^^^^  ^  "^onth  at  a 
cost  of  $20  each,  or  $40.  Immediately  after  this  bonus 
was  offered  the  worst  truck  in  the  fleet  ran  two  months 
without  a  broken  spring. 

Again,  there  was  reflected  a  benefit  to  the  rest  of  the 
ruck,  because  the  breaking  of  the  spring  means  the 
l)reaking  of  other  parts  at  the  same  time.  The  more 
caretu  driving  to  earn  the  spring  bonus  pays  hundreds 
of  dollars  each  year  on  a  machine  in  lessened  repair 
bills  on  other  parts  of  the  truck. 

Joseph  Home  Company  of  Pittsburgh  has  developed 
several  effective  economy  bonus  plans. 

The   first  bonus   is   an   efficiency   bonus,   figured   by 
creditmg  for  good  conduct  and  good  mileage  and  debiting   * 
the  driver  for  failures  and  complaints  registered  by  cus 
tomers  with  the  complaint  department. 

The  second  bonus  is  given  for  the  care  of  the  car 
No  repairs  are  made  without  the  authorization  of  Defect 
Cards,  initialed  by  the  drivers,  so  that  this  item  as  af- 
fecting their  earnings  can  be  kept  in  the  control  of  the 
driver  to  a  certain  extent. 

The  third  bonus  is  for  economy  in  tire  cost,  or    in 
other  words,  for  high  tire  mileage. 

The  fourth  bonus  is  the  half-yearly  no-accident  bonus. 
The  driver  forfeits  his  whole  bonus  if  he  has  an  accident 
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within  the  six  months'  period,  with  one  exception:  he 
is  not  responsible  if  his  car,  left  standing  empty  at  the 
curb,  is  hit  by  another  vehicle. 

These  four  bonus  plans  in  conjunction  have  been 
very  successful  in  rewarding  the  better  operators,  caus- 
ing the  poorer  men  to  strive  for  better  records  and  the 
consequent  better  earning. 

Wilson  &  Co.  of  Chicago  have  recently  inaugurated  a 
plan  of  giving  prizes  for  tire  economy.  They  give  the 
driver  30  per  cent  of  the  "gravy"  on  sets  of  tires  or  single 
tires  for  number  of  miles  run  over  ten  thousand,  guard- 
ing against  damage  to  the  rims  by  the  regulation  that  tires 
must  be  changed  when  worn  down  to  within  H  inch  of 
the  steel  base. 


P(X)LED  No- Accident  Bonus 

Tiffany  Studios  of  New  York  have  a  simple  pooled 
no-accident  bonus  for  the  drivers  and  helpers  on  their 
trucks.  They  feel  that  alertness  and  watchfulness  on 
the  part  of  the  helpers  will  tend  in  great  measure  to  pre- 
vent accidents,  so  they  are  allowed  the  same  bonus  as  the 
drivers. 

Each  man  is  allowed  a  bonus  at  the  rate  of  $10  a 
month,  payable  twice  a  year,  or  $60  every  six  montlis. 

It  is  understood  that  if  an  accident  occurs  through 
carelessness  on  the  part  of  any  of  the  drivers  or  help- 
ers, its  cost  will  be  deducted  from  the  bonus  fund,  so  that 
all  of  the  drivers  and  helpers  will  be  affected.  This  makes 
all  of  the  men  take  an  interest  in  preventing  accidents, 
not  only  to  themselves,  but  to  each  other. 

The  company  carries  insurance  protecting  it  against 
damage  to  other  cars,  but  they  have  so  few  accidents 
that  they  have  dropped  the  insurance  covering  their  own 
trucks  and  by  carrying  it  themselves,  are  ahead  on  the 
deal. 

They  have  had  so  few  accidents  which  their  insur- 
ance has  not  adequately  covered  that  they  have  not  as 
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yet  made  any  deductions  from  the  bonus  account,  so 
that  the  men  have  always  received  their  $10  per  month 
in  full. 

If  any  man  leaves  their  employ  he  forfeits  his  in- 
terest in  the  unpaid  bonus  fund,  and  it  is  distributed 
among  the  remaining  men.  This  helps  to  keep  the  men 
satisfied  with  their  positions  and  to  hold  them  on  the  job. 

Plan  Not  Given  a  Fair  Trial 

The  Miller  North  Broad  Storage  Company  of  Phila- 
delphia operated  a  similar  no-accident  bonus  plan  for 
three  months  during  the  dullest  part  of  their  season. 

This  was  an  unfortunate  time  to  test  it  out,  by  rea- 
son of  the  fact  that  they  were  unable  at  all  times  to 
make  up  the  expenses  incurred  through  accidents  as 
promptly  as  they  should  have  done  in  a  busier  season,  and 
it  tended  to  throw  discredit  upon  the  bonus. 

At  the  end  of  three  months  when  they  expected  to 
get  the  greatest  benefit  from  the  plan,  conditions  com- 
pelled them  to  make  a  substantial  raise  in  the  wage  of 
the  men,  and  because  of  certain  weaknesses  in  the  bonus 
plan,  they  felt  it  prudent  at  the  time  to  abandon  it. 

Paper  Credit  Bonus 

Parke,  Davis  &  Company  of  Detroit  have  a  simple 
economy  bonus  in  use  for  the  drivers  of  their  eight  city 
delivery  trucks.  Each  month  that  a  driver  has  no  acci- 
dent, whether  his  own  or  another  driver's  fault— and  the 
loss  of  the  smallest  piece  of  equipment  is  put  in  the  cate- 
gory of  accidents— he  receives  a  $5  paper  credit  bonus, 
payable  in  cash  on  the  first  of  May  each  year. 

For  the  least  or  the  greatest  accident  in  a  month  a 
driver  forfeits  his  entire  $5  credit.  A  nightly  inspection 
of  the  cars  at  their  garage  carefully  checks  up  the  con- 
dition of  the  machines  and  their  equipment. 

The  excellent  effect  of  this  plan  may  be  seen  from 
a  study  of  the  May,  1919,  distribution:  four  drivers 
received  the  full  amount  of  $60,  one  man  received  $50, 
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and  three  $55.  One  driver  with  one  accident  charged 
against  him  deUvers  in  the  thick  of  traffic  all  the  year 
round. 

This  is  the  more  remarkable  when  the  comprehen- 
siveness of  the  conditions  covered  by  the  bonus  is  re- 
membered. The  four  perfect  records  mean  that  four 
cars  had  suffered  no  damage  whatever  from  accident, 
and  that  they  had  lost  not  so  much  as  a  wrench  during 
the  year's  service. 

The  Jacob  Van  Skiver  Company  of  Philadelphia  have 
a  bonus,  or  demerit  system,  for  reducing  maintenance 
cost  on  their  fleet  of  trucks.  They  pay  their  drivers  $30 
a  week  if  they  keep  the  trucks  on  the  road,  but  if  for 
any  reason  a  truck  is  kept  in  the  garage,  the  driver  is 
penalized  $1,  or  has  his  pay  reduced  from  $5  to  $4  per 
day  until  his  truck  is  out  again.  He  may  be  sent  out 
on  another  truck  if  he  is  not  needed  to  repair  his  own 
truck,  but  must  stand  the  cut  in  salary  just  the  same. 

Whereas  the  drivers  in  the  past  often  found  some- 
thing the  matter  with  their  cars  in  bad  weather  to  keep 
them  in  the  garage,  they  changed  their  minds  and  decided 
that  they  would  rather  drive  outside  than  pay  a  dollar 
for  the  privilege  of  staying  in. 

The  Credit  System  for  Economy 

The  Chicago  Motor  Bus  Company  uses  its  debit  and 
credit  system  as  a  pooled  bonus  plan  to  increase  gaso- 
line mileage,  in  one  month  paying  out  $300  in  increased 
salaries  to  secure  a  saving  of  $1,200  in  gasoline,  and  in 
another  case,  paying  all  the  employees  from  a  pooled 
monthly  bonus  for  the  reduction  of  accidents  on  a  mile- 
age basis. 

The  Service  Bonus  (B4) 

Service  bonuses  can  hardly  be  classified  with  produc- 
tion and  economy,  or  combined  bonus  plans  and  credit 
systems,  although  they  have  a  definite  effect  in  reducing 
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the  labor  turnover  and  in  making  drivers  satisfied  with 
their  jobs. 

John  Wanamaker  has  a  simple  bonus  plan  of  giving 
the  drivers  $50  for  every  year  of  continuous  service, 
and  helpers  $35  for  a  year  of  continuous  service,  in  addi- 
tion to  the  regular  welfare  provisions  made  for  all  the 
employees  of  the  Wanamaker  organization. 

Strawbridge  &  Clothier  of  Philadelphia,  another 
large  retail  store,  has  a  yearly  bonus  plan  for  drivers 
and  helpers. 

The  Fair,  Chicago,  offers  a  two  weeks'  vacation  with 
full  pay  after  a  full  year's  service,  in  addition  to  a 
Christmas  bonus  of  $75  after  one  year's  service,  $40 
after  six  months'  service,  and  $25  after  three  months' 
service. 

The  Crane  Company,  as  is  well  known,  gives  every 
employee  a  Christmas  present  of  10  per  cent  of  his  yearly 
wages,  which,  at  the  customary  wage  of  truck  drivers, 
would  amount  to  approximately  $150  a  year. 

This  plan  is  criticised  by  many  as  being  nothing  more 
than  a  deferred  salary  payment,  since  the  10  per  cent 
bonus  is  counted  on  by  all  the  employees  when  consider- 
ing whether  or  not  they  will  leave  the  company  for  higher 
immediate  salary  somewhere  else.  It  certainly  has  noth- 
ing to  do  with  the  productivity  or  the  faithful  perform- 
ance of  scheduled  duties  by  the  employees  individually. 

Yearly  Bonus  With  Saving  Feature 

The  Walter  J.  Crowder  Company  of  Philadelphia 
have  met  their  labor  problem  by  a  systematic  campaign 
to  cooperate  with  their  drivers.  They  formed  an  em- 
ployees* organization  to  promote  good  fellowship  and  in- 
terest in  the  company,  and  instituted  a  simple  bonus  plan. 

Each  of  the  drivers  pays  50  cents  a  month  in  dues  and 
the  company  puts  50  cents  with  it  for  a  Christmas  saving 
fund;  then,  just  before  Christmas,  each  man  receives  a 
check  for  $12  from  the  company. 
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The  Erie  Service  Company  of  Buffalo  find  that  a 
scheduled  raise  in  wages  keeps  the  drivers  satisfied  and 
works  out  well  for  the  company. 

They  start  a  driver  out  at  $20  a  week,  at  the  end  of 
each  month  give  him  a  raise  of  $1  per  week  until  in  six 
month's  time  his  wage  is  $26  a  week.  In  addition  they 
pay  40  cents  an  hour  for  overtime.  The  assured  increase 
each  month  tends  to  keep  the  drivers  satisfied  until  they 
are  getting  the  maximum;  from  then  on  they  stick  to 
keep  up  that  maximum  income. 

Basis  for  Bonuses  Must  Vary  With  Conditions 

It  is  easy  to  vary  the  basis  of  the  bonus  plans  to 
suit  the  conditions  in  any  particular  business.  If  a  busi- 
ness, for  instance,  is  delivering  to  a  large  number  of  cus- 
tomers on  long  routes,  it  would  be  foolish  to  try  to  pay 
a  bonus  on  the  ton  mile  basis,  because  the  ton  mileage 
in  that  case  would  be  very  difficult  to  obtain  and  not 
worth  the  trouble.  Per  package  delivered  and  the  tons 
delivered  in  the  total  trip,  number  of  calls  made,  or 
some  other  such  basis  should  be  used  in  such  a  case. 

The  Pooled  Bonus 

Pooled  bonuses  have  been  very  successful  in  certain 
factories  where  they  have  been  tried,  because  as  high  as 
seven  hundred  operatives  in  a  single  department  or  plant 
can  be  placed  upon  a  pooled  or  combined  bonus  that  re- 
wards every  employee  in  the  group  for  production  records 
or  economies  of  that  group. 

During  the  war  the  Goodrich  Tire  &  Rubber  Com- 
pany had  as  high  as  seven  hundred  employees  in  the 
Ijalloon  department,  sharing  a  pooled  bonus  on  the  fol- 
lowing basis :  Every  piece  of  work  produced  was 
credited  to  the  bonus  account  at  a  predetermined  piece- 
rate  price.     The  wages  for  the  workers  were  deducted 
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in  total  from  this  fund  and  the  balance  distributed 
among  the  workers,  all  seven  hundred  of  them,  in  pro- 
portion to  their  wages. 

There  are  many  cases  where  truck  operators  cannot 
in  fairness  accept  a  certain  bonus  standard  and  reward 
for  their  different  drivers  without  working  injustice  upon 
the  men  who  have  the  harder  route  or  the  more  expensive 
runs  for  low  production.  The  heavy  and  expensive  run 
may  be  the  run  of  lower  production  also  through  the 
exigencies  of  the  business. 

In  this  case  a  pooled  bonus  is  suggested  that  credits 
all  the  drivers  in  a  pool  with  the  earnings  of  the  fleet 
as  a  whole  over  previous  earnings  or  earnings  agreed 
upon  as  standard  and,  after  the  wages  are  deducted, 
leaves  a  bonus  fund  to  be  divided  among  the  men  accord- 
ing to  the  wages  earned.  The  men  will  see  to  it  in  this 
kind  of  an  arrangement  that  no  one  of  the  men  reduces 
the  profits  of  the  others  in  the  group  by  his  laziness  or 
poor  methods. 

The  pool  method  has  been  used  successfully  by  the 
Chicago  Motor  Bus  Company  under  the  credit  system, 
both  in  the  machine  repair  shop  and  in  the  gasoline  econ- 
omy bonus. 

Similar  results  are  shown  by  the  Tiffany  Studios  in 
their  no-accident  bonus. 

While  not  having  all  the  advantages  of  a  bonus  set 
upon  individual  records  and  paid  to  the  drivers  in  pro- 
portion to  their  merit  as  in  the  Timken  plan,  the  pooled 
bonus  has  other  advantages  not  possessed  by  the 
individual  bonus,  because  of  the  close  supervision  of 
the  poorer  workers  by  the  better  workers,  which  the 
individual  system  does  not  so  much  inspire.  It  is 
very  much  easier  in  many  cases  to  install  the  pooled 
bonus. 

Objections  to  Productton  and  Economy  Bonuses 
Mr.  H.  H.  Ball,  of  the  Molstedt  Lumber  &  Coal  Com- 
pany, New  Rochelle,  N.Y.,  stated  that  his  company  put 
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in  a  bonus  plan  some  time  ago  based  on  the  number  of 
tons  of  coal  that  his  driver  could  deliver. 

Not  having  a  proper  check  or  allowance  for  extra 
damage  to  the  equipment,  he  found  that  it  was  only  a 
short  time  before  he  had  to  take  the  extra  help  he 
saved  in  the  production  end,  and  put  them  in  the  repair 
department.  He  thinks  that  the  result  was  just  simply 
human  nature  on  the  part  of  the  drivers,  who  got  paid 
to  produce  without  being  penalized  for  causing  extra 
repairing. 

Refuting   Objections   to   an    Economy   Bonus 

To  overcome  the  objection  of  lower  economy  when 
a  production  bonus  is  used,  it  is  necessary  for  the  man- 
agement to  watch  an  adequate  repair  cost  report  of  the 
economy  feature,  and  to  keep  the  repair  costs  down  by 
the  proper  inspection,  supervision  and  discipline. 

On  the  other  hand,  when  an  economy  bonus  is  used, 
it  is  up  to  the  management  to  install  the  proper  daily 
service  records  and  monthly  summaries  of  production, 
and  to  keep  up  production  by  the  same  methods  of 
supervision  and   discipline. 

Sometimes  it  is  easier  to  pay  a  bonus  for  produc- 
tion and  keep  down  the  cost  and  sometimes  it  is  easier 
to  pay  a  bonus  to  keep  down  the  cost,  and  maintain 
production  by  these  other  methods. 

The  supervision  of  good  foremen  is  just  as  neces- 
sary to  keep  up  the  production  of  trucks  under  an 
economy  bonus  as  it  is  on  a  bricklaying  job,  a  street 
laborers'  gang,  or  any  other  kind  of  work.  What  truck 
operators  often  lack  is  the  proper  supervision  and  the 
executive  management  to  get  the  most  out  of  their  investi- 
ment. 

Both  of  these  objections  are  hardly  chargeable  to 
the  production  or  economy  bonuses,  although  the  bonus 
plans  bring  out  the  lack  of  proper  supervision  in  the 
truck     operator's     company     and     thereby     suffer    this 
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criticism  when  it  really  should  not  be  directed  against  the 
bonus  but  against  slack  methods  of  operation  with  which 
the  bonus  alone  cannot  cope. 

Labor  Troubles  and  Bonus  Plans 
The  misuse  of  any  good  idea  or  plan  will  naturally 
bring  trouble,  though  the  proper  use  of  the  same  plan 
will  be  of  great  benefit. 

Before  installing  a  bonus  plan  it  is  advisable  to 
get  the  ideas  of  the  best  men  among  the  drivers  and 
foremen,  as  to  its  probable  reception  by  the  men  as  a 
whole.  It  is  then  necessary  to  talk '  with  the  men 
individually  or  in  a  group  at  once,  or  gradually  as  the 
bonus  is  extended  to  cover  each  truck,  in  order  to  tell 
them   the    idea   and  justice   of   the   whole    plan. 

William  McCrady  made  the  statement  at  the  New 
York  Truck  Owners  Conference  that  he  believed  in  pay- 
ing the  good  drivers  the  best  wages.  His  company  lets 
no  one  in  the  Pittsburgh  district  pay  higher  wages  than 
they,  but  they  give  the  drivers  a  bonus  for  their  added 
efforts. 

Any   bonus   or   profit-sharing   plans    given   the    men 

in  place  of  fair  wages  only  produce  trouble,  and   lose 

their  power  as  an  incentive.     The  management  should 

be  willing  to  pay  good  wages  for    good    work    of    the 

average  or  better  than  the  average  men. 

-     ^    But,  when  paying  bonuses,   the  management  has   a 

right  to  expect  extra  effort  and  extra  attention  to  the 

^  interests  of  the  company  which  these  same  average  men 

^^^would   not    give   to  the    ordinary   employer  and   would 

^;;;not^ive  to  the  bonus  employer  if  he  did  not  pay  them 

4^is  incentive. 
^^.^^^t  should  be  explained  that  the  extra  money  to  be 
^  ^i^  each  driver  in  the  bonus  is  not  there  in  the 
Jreasury  now  waiting  to  be  paid  him,  but  will  be  earned 
^  better  work  which  will  justify  the  promised 
^onus.  In  other  words,  he  makes  his  own  bonus  by 
ing  better  work. 
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This  knocks  out  that  common  fallacy  of  ignorant 
laboring  men  that  if  the  boss  has  the  money  to  pay 
them  a  bonus  in  cash  at  such  and  such  an  interval,  he 
has  it  to  pay  in  higher  wages.  Thereupon  the  men  join 
the  forces  that  have  put  the  idea  into  their  heads  and 
demand  a  raise  in  wages  without  offering  to  increase 
production  in  return. 

This  is  what  happened  when  the  Molstedt  Lumber 
&  Coal  Company  of  New  Rochelle,  N.Y.,  attempted 
the  installation  of  a  production  bonus  on  the  tons  of 
coal  hauled.  The  same  thing  happened  when  a  large 
manufacturer  employing  ten  or  fifteen  thousand  men 
announced  a  profit-sharing  plan. 

The  men  struck  for  higher  wages  because  they  did 
not  properly  understand  the  justice  of  a  plan  which 
made  it  possible  for  them  to  earn  for  themselves  higher 
wages  in  the  form  of  bonuses,  but  which  guaranteed 
no  higher  wages  unless  the  extra  money  were  first 
earned. 

Then  there  are  dangers  of  nnproper  application 
which  common  sense  and  adaptability  of  the  manage- 
ment can  correct,  or  foresee  and  avoid. 

Conclusion 

With  these  thirty-six  examples  of  the  four  types 
of  bonus  plans  involving  production,  economy  and  ser- 
vice, we  have  enough  successful  plans  to  guarantee  the 
company  wishing  to  put  in  a  bonus  for  truck  drivers 
a  fairly  successful  experience,  if  at  the  start  they  are 
careful  to  avoid  the  obvious  mistakes  of  others. 

These  examples  show  that  bonuses  correctly  applied 
enable  companies  to  secure  better  cooperation  from 
their  drivers,  to  lower  their  truck  costs  and  to  improve 
their  service. 
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CHAPTER  VII 

BONUSES  FOR  IMPROVED  QUALITY 

Bonuses  offered  specifically  for  improved  quality  in 
a  product  are  rare;  this  section,  therefore,  gives  only  a 
few  examples.  It  is  obvious  that  bonuses  for  improved 
production  assume  that  the  product  must  necessarily 
pass   inspection  as   to   its   quality. 

Such  bonuses  are  particularly  applicable  in  cases 
where  a  very  high  grade  of  product  is  desired  and  where 
quantity  production  is  not  of  first  importance. 


ELECTRIC     STORAGE     BATTERY     COMPANY, 

PHILADELPHIA  ^ 

One  of  our  operations  consists  of  slotting  hollow 
rubber  tubes,  thirty-six  inches  long,  with  a  series  of 
fine  saw  cuts  at  right  angles  to  the  length.  There  are 
approximately  one  thousand  cuts  to  each  tube. 

The  operation  is  performed  by  automatic  slotting 
machines,  which  are  operated  by  girls.  The  girl's  duties 
are  to  put  tubes  in  the  machine,  to  take  finished  tubes 
out  and  to  stop  the  machine  and  report  to  the  machine 
adjuster  whenever  the  machines  are  not  running  prop- 
erly. One  machine  adjuster  tends  to  adjusting  and 
changing  saws  for  each  row  of  eight  machines. 

Originally  each  girl  operated  two  machines  and  was 
paid  on  a  straight  day-work  basis.  Although  the  actual 
time  of  putting  in  and  taking  out  the  tubes  consumed 
only  one-quarter  of  her  time,  it  was  not  considered 
advisable  for  a  girl  to  operate  more  than  two  machines, 

*  By    R.    I.    Merwin.     Assistant     to     Superintendent    of    The     Electric 
Storage    Battery    Co.,    Philadelphia.      ioo%.      May,    1920. 
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but  rather  to  allow  plenty  of  time  for  her  to  handle 
the  tubes  carefully  and  watch  for  defects,  because  the 
cost  of  each  tube  was  a  very  appreciable  amount,  and 
it  was  much  better  to  produce  a  small  number  of  per- 
fect tubes  than  to  spoil  a  lot  in  an  endeavor  to  produce 
a  large  amount. 

In  spite  of  the  fact  that  the  operators  w^ere  allowed 
so  much  time  and  in  spite  of  the  fact  that  every  effort 
was  made  to  impress  upon  them  the  importance  of 
quality  above  everything  else,  the  percentage  of  good 
tubes  produced  only  amounted  to  70  per  cent  of  the 
number  of  tubes  issued. 

We  decided  to  offer  a  premium  for  attaining  a  high 
percentage  of  good  work. 

The  Quality  Premium 

Each  operator  was  therefore  charged  with  the  num- 
ber of  tubes  issued  to  her  each  day  and  credited  with 
the  number  of  perfect  lubes  passed  by  the  inspector. 
The  premium  was  paid  according  to  the  following 
schedule : 

Good  tubes  per  day  Premium  per  day 

75  per  cent  to  80  per  cent 5  cents 

81  per  cent  to  85  per  cent 15  cents 

86  per  cent  to  90  per  cent 30  cents 

91  per  cent  to  95  per  cent 50  cents 

Over  95  per  cent 75  cents 

This  premium  was  paid  in  addition  to  the  straight 
time  rate  per  day.  No  premium  was  paid  unless  the 
production  reached  a  certain  minimum,  but  this  figure 
was   low   enough   to   be  very  easily  reached. 

It  will  be  noticed  that  the  premium  was  low  for 
the  low  percentages,  but  meant  a  very  substantial 
increase  in  pay  for  attaining  a  high  percentage,  and 
we  were  convinced  that  a  high  percentage  could  be 
reached. 

The  machine  adjusters  were  also  paid  a  daily  pre- 
mium equivalent  to  the  average  daily  premium  earned 
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by  the  girls  operating  the  machines  under  their  super- 
vision. 

By  means  of  this  premium  an  inducement  was  offered 
to  the  operators  and  machine  adjusters  to  produce  good 
work. 

The  result  was  an  immediate  improvement  in  the 
percentage  of  good  tubes.  It  has  gradually  improved 
until  today  practically  all  of  the  experienced  operators 
are  exceeding  the  95  per  cent  mark  and  are  earning 
a  daily  premium  of  75  cents.  The  average  for  the 
entire  department  is  between  90  per  cent  and  95  per 
cent,  depending  upon  the  number  of  new  operators  in 
the  department. 

Increasing  Production 

After  the  quality  premium  had  been  in  effect  for 
some  time,  and  it  was  seen  how  easy  it  was  to  reach 
a  high  percentage  of  good  tubes,  it  also  became  evident 
that  a  greater  number  of  tubes  could  be  produced  per 
operator  without  sacrificing  quality  or  making  the  work 
too  hard  for  the  operator. 

An  additional  premium  was  therefore  offered  for 
any  increase  in  production  over  the  average  which  had 
been  produced  up  to  that  time.  This  premium  was 
paid  at  the  rate  of  so  much  per  tube  for  all  tubes  in 
excess  of  the  old  average   per  day. 

At  first  the  operators  did  not  take  kindly  to  this 
plan,  but  before  very  long  one  or  two  went  after  the 
increased  production  and  the  rest,  seeing  how  easy  it 
was,  soon  followed.  Each  operator  now  operates  four 
machines  and  turns  out  over  twice  as  much  work  as 
before,   without  any  loss   in   quality. 

The  introduction  of  the  quality  premium  was  thus 
directly  responsible  for  increasing  the  percentage  of 
good  tubes  from  70  per  cent  to  over  90  per  cent,  and 
indirectly  responsible  for  increasing  production  over 
100  per  cent. 


EMPLOYEES   AND   EXECUTIVES  247 

UUFF  MANUFACTURING  COMPANY, 
PITTSBURGH  1 

As  generally  applied,  a  bonus  system  is  based  on 
quantity  rather  than  quality.  On  the  other  hand,  heat 
treatment  is  preeminently  a  quality  operation,  and  in 
connecting  a  bonus  system  with  It  every  care  must  be 
taken  to  maintain,  or  preferably  increase,  the  quality  as 
well  as  the  quantity.  For  the  average  shop,  therefore, 
a  satisfactory  system  should  embody  the  following  fea- 
tures:  (1)  Increased  quality;  (2)  increased  quantity; 
(3)  adaptability  to  a  wide  range  of  material  and  con- 
ditions and   (4)    ease  of  computation. 

With  the  above  requisites  in  mmd,  a  system,  as 
covered  by  the  following  announcement,  was  put  into 
effect  at  the  plant  of  the  Duff  Manufacturing  Co.,  Pitts- 
burgh. 

The  following  bonus  regulations  will  be  in  force  for 
the  men  in  the  heat-treating  department. 

Heaters:  Heats  are  to  be  run  according  to  the  following 
regulations : 

(i)  Temperature.  The  temperature,  after  the  material  is 
soaked  out,  must  be  kept  within  these  limits :  Annealing  and  car- 
bonizing, plus  or  minus  20  deg.  Fahr.  Quenching  and  drawing, 
plus  or  minus  10  deg.  Fahr. 

(2)  Time.  The  times  for  various  heats  are  as  follows:  No. 
I  and  No.  2  furnace— Soak  out  in  i  hr. ;  hold  J^  hr. ;  total 
maximum  time  not  over  2  hr.  (And  so  on  for  the  various  types 
of  furnaces  and  classes  of  work,  carbonizing,  annealing,  etc.) 

The  number  of  heats  run  by  each  heater  within  the  above 
hmits  will  be  figured  on  a  percentage  basis  for  a  week's  time 
and  bonus  paid  as  follows: 


Efiicicncy,  Bonus 
Per  cent                     per  hour 

90 $0,005 

91 o.oi 

92 0.02 

93 0.03 

94 0.04 

95 0.05 

^  ^.l    ^-    h    ^/"^'    ^"^    Manufacturing    Co.,    Pittsburtjh.      Iron    Age. 
107  :  687-9.     March    17,    1921. 


Efficiency, 
Per  cent 
96.... 

97... 
98.... 

99... 


Bonus 

per  hour 

.  $0.06 

0.07 

.     0.08 

.     0.09 


100 O.IO 
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The  temperature  will  be  taken  from  the  record  on  the  pyrom- 
eter. In  case  of  instrument  trouble,  the  heat  will  not  be  con- 
sidered either  way,  unless  the  heat  was  "off"  before  the  trouble 
occurred. 

The  above  times  are  on  the  basis  of  the  following  minimum 
weights  per  furnace  charge : 

No.  I  and  No.  2  furnaces,  300  lb. 

The  time  will  be  counted  from  ihe  last  piece  charged  in  the 
furnace  to  the  first  piece  pulled  out  and  shall  be  so  entered  by 
the  foreman  on  the  ticket.  The  foreman  shall  also  inspect  ail 
heats  when  "soaked  out"  and  note  the  time  on  the  tickets.  Each 
heater  will  be  required  to  run  from  i  to  4  furnaces. 

In  case  of  a  heat  running  from  one  shift  to  the  next,  the 
heater  having  run  it  the  greater  length  of  time  will  be  respon- 
sible. 

Exceptions  to  the  above  are:  (i)  die  l)locks,  (2)  ball  races, 
and  (3)  shear  blades,  where  the  temperatures  only  will  be  con- 
sidered. 

The  above  times  are  based  on  the  continuous  operation  of  a 
hot  furnace,  and  do  not  apply  to  the  first  heat  in  a  cold  furnace, 
when  the  temperature  only  will  be  considered. 

Helpers:  Helpers  will  be  paid  a  bonus  on  the  following 
basis* 

Pounds  per  Bonus 

Furnace-hour  per  hour 

170  to  180 $0.01 

180  to  190 0.02 

190  to  200 0.03 

200  to  210 0.04 

210  to  220 0.05 

220  to  230 0.06 

230  to  240 0.07 

240  to  250 0.08 

250  and  over 0. 10 

These  figures  are  obtained  by  dividing  the  total  weight  of 
material  handled  during  the  week  by  the  lumiber  of  hours  all 
active  furnaces  are  in  operation.  When  all  work  for  a  furnace 
has  been  completed  this  fact  will  be  reported  by  the  foreman 
and  the  furnace  will  not  be  counted  as  active  again  until  more 
work  arrives. 

The  figures  are  "overall"  taking  into  account  all  work  done, 
that  is,  carbonizing,  annealing,  f|uenching,  etc.  Men  on  both 
shifts  will  receive  the  same  boinis. 

Work  handled  twice  will  be  considered  as  double  weight; 
that  is,  material  quenched  and  drawn  back  will  be  counted 
twice.  Likewise,  material  double-quenched  will  be  counted 
twice. 
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Work  which  fails  to  pass  test  on  standard  treatments  will 
be  retreated  to  pass  without  credit  being  received  toward  the 
bonus. 

The  weight  handled  will  be  based  on  the  count  made  by  the 
inspector  and  each  ticket  must  bear  the  inspector's  OK  for 
the  count. 

Foremen:  The  foremen  will  each  receive  10  per  cent  of  the 
total  bonus  in  the  department. 

No  man  will  receive  any  bonus  for  any  week  in  which  he 
has  been  absent,  unexcused. 

The  conditions  to  which  the  above  outline  was 
applied  covei-ed  a  very  wide  range  of  parts  and  materials 
used  in  the  manufacture  of  various  types  of  lifting 
jacks  and  commercial  drop  forgings  and  forging  dies, 
such  as  high  carbon,  high  chrome  ball  races;  large 
pinions,  carbonized;  small  bushings,  carbonized;  nickel 
chrome  gears;  carbon  steel  gears;  die  blocks,  trimming 
knives,    etc. 

Three  different  types  of  furnaces  are  used,  making 
necessary  separate  figures  for  each  type.  The  Leeds 
&  Northrup  recording  potentiometer  system  is  used  for 
controlling  the  temperature,  one  couple  being  in  the 
front  and  one  in  the  back  of  each  furnace.  These 
couples  are  lowered  in  contact  with  the  material  in  the 
furnace  as  soon  as  the  furnace  is  charged,  and  instant 
dismissal  is  the  penalty  for  tampering  with  the  couple 
]Mpes  until  they  are  raised  to  permit  the  heat  to  be 
pulled  when  finished.  The  men  are  divided  into  heaters 
and  helpers.  The  heater  is  required  simply  to  heat  the 
furnaces,  while  the  helpers  charge  them,  do  the  quench- 
ing and  pulling  of  heats.  A  foreman,  of  course,  is  in 
charge. 

Before  establishing  any  such  system,  a  careful 
study  must  be  made  of  the  following  points:  (1)  A 
standard  weight  to  be  charged  in  a  given  type  of  fur- 
nace; (2)  a  standard  time  to  bring  this  weight  to  an 
average  temperature;  (3)  the  length  of  time  necessary 
to  hold  at  heat  to  insure  every  part  being  fully  heated; 
(4)  it  is  also  desirable  to  minimize  the  types  of  treat- 
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ments  as  far  as  possible  so  as  to  facilitate  making  up 
furnace  charges  and  to  familiarize  the  heaters  with 
how  to  run  their  furnaces  to  the  best  advantage  for  each 
temperature. 

Referring  back  to  the  features  desired  to  be  covered 
by  such  a  system,  the  effects  are  as  follows: 

(1)  Quality.  The  heaters  are  paid  primarily  on 
the  excellence  of  their  heats,  which,  of  course,  repre- 
sents quality.  Also,  the  quantity  element  is  brought  in, 
as  regards  the  time  allowances  made. 

(2)  Quantity.  The  helpers  are  paid  pre-eminently 
on  quantity,  it  being  to  their  advantage  to  clean  up  the 
work  as  soon  as  possible,  whether  there  be  a  month's 
work  ahead  or  only  enough  for  one  furnace. 

Also,  the  quality  element  is  applied  to  them,  for, 
if  the  material  is  not  quenched  properly  so  as  to  pass 
test,  they  must  retreat  the  material  without  credit.  In 
the  above  manner,  the  heater  and  helpers  act  as  a  sort 
of  "checks  and  balance"  system  on  each  other,  it  being 
to  the  heater's  advantage  to  have  a  small  charge  in  his 
furnace,  so  he  can  meet  the  time  easily,  whereas  the 
helpers   want  as   much   in   the   furnace   as  possible. 

(3)  Application  to  a  Large  Range  of  Material. 
(This  has  been  mentioned  already.) 

(4)  Ease  of  Computation.  It  requires  but  a  short 
time  every  day  to  have  the  furnace  records  checked 
over  and  credit  given  to  the  heaters  for  their  heats 
in  the  preceding  24  hours.  As  for  the  helpers,  all  that  is 
necessary  at  the  end  of  the  week  is  to  add  up  the 
weight  handled,  doubling  up  for  material  handled  twice 
and  divide  by  the  number  of  active  furnace  hours.  If 
a  furnace  runs  the  entire  week,  this  means  the  total 
number  of  working  hours  in  the  week  is  charged  against 
the  furnace.  Otherwise,  a  deduction  is  made  for  time 
when  there  is  no  work  waiting  on  the  floor,  or  tlie 
furnace  is  being  repaired  or  idle  for  other  reasons.  The 
figure  of  "pounds  per  furnace  hour"  is  not  a  sensitive 
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one,  when  taken  in  groups  of  10  lb.  at  a  time;  that 
is,  a  few  hours  or  a  few  pounds  will  not  affect  the 
result  to  the  bonus  rate  appreciably,  which  is  an  aid  in 
its   computation. 

Just  how  this  system  works  out  in  actual  practice 
can  be  shown  by  the  following  figures  taken  from  the 
company's   experience  with    it: 

Heaters:  The  first  week  the  system  was  applied, 
two  heaters'  "efficiency"  averages  wxre  as  follows :  74.5 
per  cent  and  8L0  per  cent.  The  next  week,  they  were 
respectively  97  per  cent  and  96  per  cent;  the  follow- 
ing week,  95  per  cent  and  96  per  cent.  Not  since  the 
first  week  have  the  heaters  failed  to  make  a  bonus  on 
the  records  of  their  heats. 

Helpers:  Before  the  system  was  put  into  effect, 
the  figures  for  "pounds  per  furnace  hour"  averaged 
around  150  to  160.  It  was  felt  that  this  was  low 
and  the  rate  was  set  correspondingly  higher.  The  first 
week,  the  figure  made  w^as  245 ;  next  week,  249 ;  third 
week,  235;  fourth  week,  208,  etc.  As  in  the  case  of 
the  heaters,  the  helpers  have  always  managed  to  score 
and  the  company  was  successful  enough  in  setting  the 
rate  so  that  it  was  not  a  "walk-away,"  and,  so  far,  the 
workmen  have  not  yet  made  the  maximum.  By  club- 
bing the  bonus  of  all  helpers  together,  a  degree  of 
cooperation  between  shifts  and  between  men  working 
on  the  same  shift  has  been  obtained  not  previously 
realized. 

Foremen :  It  is  to  the  advantage  of  the  foreman, 
of  course,  to  see  that  all  of  his  men  get  as  high  a 
bonus  as  possible. 

All  new  systems  cause  some  little  difficulty  in  install- 
ing them.  However,  the  company's  experience  in  this 
case  has  been  very  free  from  such  trou])les,  practically 
the  only  friction  l)eing  due  to  the  feature  of  receiving 
no  bonus  on  account  of  absence.  Two  men  quit  the 
first  week  on  this  account,  but  the  rule  was  enforced, 
and  has  given  no  more  trouble, 
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All  such  systems,  of  course,  have  defects,  especially 
in  reducing  the  flexibility  of  operation,  but,  in  cases  of 
standard  routine  material,  this  is  not  frequently  trouble- 
some. Another  detect  is  found  when  a  man — say  a 
helper — is  absent.  This  throws  the  burden  of  more 
work  on  his  associates,  and,  although  they  do  more  work 
than  they  would  have  to  otherwise,  they  may  get  less 
bonus,  due  to  not  being  able  to  handle  the  furnaces  sc 
quickly.  However,  the  penalty  attached  to  absence  has 
prevented  this  feature  from  appearing  sufficiently  to 
cause  any  difficulty. 

The  Bonus  Is  Reported  Weekly  to  the  Timekeeping  Department, 
a  Copy  at  the  Same  Time  Being  Posted  in  the 
Shop  for  the  Inspection  of  the  Men. 

Heat-Treating  Department 

9-27-20. 
Bonuses  Earned  in  Week  Ended  Sept.  25,   1920 

Heaters 


Murphy    219  87  per  cent 

Lewis    225  95  per  cent 

Jenkins 230  96  per  cent 

Ross   283  94  per  cent 

Helpers 


No  bonus 

$0.05  per  hour 
.06  per  hour 
.04  per  hour 


Total    weight   handled,    lb 162,444 

Total    furnace   hr 692 

Pounds  per  furnace-hr 235 

Bonus  rate  per  hr $0.07 


This  applies  to: 

Lutz    218 

Lehman    220 

Kopf 222 

Hindman   231 


Salvo    270 

Livitz    250 

Kimick   242 

Marunchek   234 


Foremen 

Total  bonus  for  week  $45-00 

10  per  cent  of  same   4.50 

This  applies  to: 

Welty   278 

McGregor   272  Metallurgist 


CHAPTER  VIII 

BONUSES  FOR  ECONOMY 

A  GROUP  ECONOMY  BONUS  THAT 
INCREASED  PRODUCTION  26  PER  CENT^ 

Theoretically,  a  worker  on  piece-rates  which  are 
fairly  set  has  every  incentive  to  get  maximum  output. 
But  every  manufacturer  knows  that  it  doesn't  work  out 
that  way. 

I  don't  pretend  to  have  found  an  unfaiHng  specific 
for  soldiering,  but  I  do  know  that  frequently  the  group 
economy  bonus  will  get  production  when  piece-rates 
won't.  A  knitting  mill  I  have  in  mind  is  a  good 
example  of  what  can  be  done  by  this  means. 

Our  first  step  in  this  plant  was  to  do  everything 
possible  to  speed  production  by  planning  the  work,  and 
by  supplying  the  most  modern  machines  and  methods 
that   were   available. 

It  then  remained  to  stimulate  the  working  force  to 
extra  effort.  That  the  possibility  of  increase  from  that 
source  existed  had  been  determined  by  time  studies, 
which  showed  that  few  of  the  operators  worked  at  any- 
thing near  their  actual  capacity.  It  was  necessary, 
therefore,  to  find  an  incentive  to  get  them  to  do  more. 

As  all  of  them  were  on  piece-work,  it  might  seem 
at  first  thought  that  sufficient  incentive  already  existed 
— that  they  would  at  least  try  to  earn  the  maximum 
that  could  be  had  without  undue  effort.  It  is  right  here 
that  economics  fall  down  when  it  assumes  that  all  men 
are  acquisitive  and  thrifty. 

^  By   W.    R.    Basset   and   W.    T.   Fitzpatrick   of   Miller.   Franklin.   Basset 
and  Company.     Factory.     24  :  817-19.     March   15,    19:20. 
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Although  on  the  surface  men  and  women  appear 
to  be  acquisitive,  most  of  them  have  set  a  certain  weekly 
earning  as  their  goal  and  when  that  sum  is  reached, 
they  prefer  leisure  to  extra  money.  There  are  excep- 
tions, almost  as  rare  as  are  misers,  but  I  believe  this 
is  the  experience  most  employers  have  had  during  the 
past  few  years  of  rising  wages.  In  most  industries 
where  wages  have  increased  greatly,  it  is  the  same— a 
worker  lays  oflf  after  having  earned  in  four  or  five  days 
the  sum  he  used  to  earn  in  six. 

Although  this  attitude  is  hard  to  account  for  with 
men  workers  who  more  often  than  not  have  families 
to  support,  it  is  easier  to  understand— and  harder  to 
combat— with  women  who  as  a  rule  work  solely  for 
their  own  support.  And  most  of  the  hands  in  this 
plant  are  women.  Except  for  occasional  middle-aged 
women,  most  female  employees  look  upon  factory  jobs 
as  fill-ins  until  some  good  provider  comes  along.  They 
seldom  want  more  than  enough  to  cover  runnmg 
expenses.  Saving  for  the  future  makes  no  appeal; 
their  future  husbands  will  provide  the  future  funds. 

With  this  condition  to  face— that  added  earnings 
easily  attainable  were  not  attractive  enough  to  call  forth 
extra  effort— it  may  seem  that  no  bonus  plan  would 
be  effective.  But  a  bit  of  psychology  apparently  gets 
in  its  subtle  work  here. 

The  group  economy  bonus  is  paid  to  everyone  m 
a  department.  Its  amount  depends  on  the  efficiency 
of  the  department  as  a  whole.  Therefore,  if  any  one 
worker  is  slack,  the  others  in  that  department  suflfer. 
So,  though  the  individual  may  not  care  for  extra  earn- 
ings, there  are  few  whose  consciences  or  whose  fear 
of  others'  tongues  will  let  them  deprive  their  fellows 
of  earnings  thev  may  want  or  need.  For  instance,  m 
one  department  employing  women,  enforced  idleness 
with  consequent  decreased  earnings  resulted  when  the 
flow  of  garments  from  the  cutting  room,  the  precedmg 
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department,  fell  off.  W^hen,  therefore,  a  cutter  decided 
to  take  a  day  off,  he  brought  upon  himself  such  a 
tongue-lashing  from  those  in  the  succeeding  department, 
that  he  decided  thenceforth  to  stay  on  the  job. 

The  group  economy  bonuses  were  based  on  savings 
of  three  kinds:  (1)  reduction  of  unit  overhead  expense 
through  increased  production;  (2)  savings  in  expense 
material  such  as  needles,  waste,  oil,  and  so  on;  and  (v3) 
savings  in  direct  material. 

In  order  to  set  bonuses  it  was  first  necessary  to 
install  a  system  of  cost  accounting  which  would  give 
accurate  departmental  costs,  not  only  as  to  direct 
material  and  labor,  but  as  to  overhead  expense.  Then, 
for  three  months,  normal  costs  were  collected  to  furnish 
a  basis  for  figurmg  future  savings.  These  normal  costs 
were  those  that  obtained  after  the  management  had 
exhausted  its  ingenuity  in  attaining  efficient  operation. 

It  then  remained  to  determine  a  basis  for  sharing 
the  savings  made  by  the  workers  between  thtm  and  the 
company.  Although  the  management  was  primarily 
after  increased  production  and  would  have  been  willing 
to  give  the  workers  all  of  the  saving  in  order  to  get 
it,  it  was  found  that  this  was  not  necessary.  We  ob- 
tained not  only  more  output,  but  in  most  departments  a 
substantial  money  saving  as  well. 

At  the  outset,  it  was  understood  that  the  bonus  would 
be  a  definite  measurable  part  of  the  saving  and  not  a 
sop  thrown  to  the  workers  at  the  discretion  of  the 
directors.  That  may  work  for  a  while,  but  being  charity, 
and  usually  dishonest  in  intent,  cannot  continue  long. 

What  was  not  wanted  was  an  economy  bonus  like 
that  once  observed  in  a  plant  where  a  disastrous  strike 
had  occurred  a  few  months  after  the  plan  was  put  on. 
The  bonus  had  been  introduced  with  much  pomp  and 
sanctimonious  talk  of  "the  square  deal,"  "the  right  of 
the  worker  to  share  in  the  savings"  and  other  pap  of 
a  similar,   familiar  sort. 
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Although  on  the  surface  men  and  women  appear 
to  be  acquisitive,  most  of  them  have  set  a  certain  weekly 
earning  as  their  goal  and  when  that  sum  is  reached, 
they  prefer  leisure  to  extra  money.  There  are  excep- 
tions, almost  as  rare  as  are  misers,  but  1  believe  this 
is  the  experience  most  employers  have  had  during  the 
past  few  years  of  rising  wages.  In  most  industries 
where  wages  have  increased  greatly,  it  is  the  same — a 
worker  lays  off  after  having  earned  in  four  or  five  days 
the  sum  he  used  to  earn  in  six. 

Although  this  attitude  is  hard  to  account  for  with 
men  workers  who  more  often  than  not  have  families 
to  support,  it  is  easier  to  understand — and  harder  to 
combat — with  women  who  as  a  rule  work  solely  for 
their  own  support.  And  most  of  the  hands  in  this 
plant  are  women.  Except  for  occasional  middle-aged 
women,  most  female  employees  look  upon  factory  jobs 
as  fill-ins  until  some  good  provider  comes  along.  They 
seldom  want  more  than  enough  to  cover  running 
expenses.  Saving  for  the  future  makes  no  appeal; 
their  future  husbands  will  provide  the  future  funds. 

With  this  condition  to  face— that  added  earnings 
easily  attainable  were  not  attractive  enough  to  call  forth 
extra  effort — it  may  seem  that  no  bonus  plan  would 
be  effective.  But  a  bit  of  psychology  apparently  gets 
in  its  subtle  work  here. 

The  group  economy  bonus  is  paid  to  everyone  in 
a  department.  Its  amount  depends  on  the  efficiency 
of  the  department  as  a  whole.  Therefore,  if  any  one 
worker  is  slack,  the  others  in  that  department  suffer. 
So,  though  the  individual  may  not  care  for  extra  earn- 
ings, there  are  few  whose  consciences  or  whose  fear 
of  others'  tongues  will  let  them  deprive  their  fellows 
of  earnings  they  may  want  or  need.  For  instance,  in 
one  department  employing  women,  enforced  idleness 
with  consequent  decreased  earnings  resulted  when  the 
flow  of  garments  from  the  cutting  room,  the  preceding 
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department,  fell  off.  When,  therefore,  a  cutter  decided 
to  take  a  day  off,  he  brought  upon  himself  such  a 
tongue-lashing  from  those  in  the  succeeding  department, 
that  he  decided  thenceforth  to  stay  on  the  job. 

The  group  economy  bonuses  were  based  on  savings 
of  three  kinds:  (1)  reduction  of  unit  overhead  expense 
through  increased  production ;  (2)  savings  in  expense 
material  such  as  needles,  waste,  oil,  and  so  on;  and  (v3) 
savings  in  direct  material. 

In  order  to  set  bonuses  it  was  first  necessary  to 
install  a  system  of  cost  accounting  which  would  give 
accurate  departmental  costs,  not  only  as  to  direct 
material  and  labor,  but  as  to  overhead  expense.  Then, 
for  three  months,  normal  costs  were  collected  to  furnish 
a  basis  for  figurmg  future  savings.  These  normal  costs 
were  those  that  obtained  after  the  management  had 
exhausted  its  ingenuity  in  attaining  efficient  operation. 

It  then  remained  to  determine  a  basis  for  sharing 
the  savings  made  by  the  workers  between  them  and  the 
company.  Although  the  management  was  primarily 
after  increased  production  and  would  have  been  willing 
to  give  the  workers  all  of  the  saving  in  order  to  get 
it,  it  was  found  that  this  was  not  necessary.  We  ob- 
tained not  only  more  output,  but  in  most  departments  a 
substantial  money  saving  as  well. 

At  the  outset,  it  was  understood  that  the  bonus  would 
be  a  definite  measurable  part  of  the  saving  and  not  a 
sop  thrown  to  the  workers  at  the  discretion  of  the 
directors.  That  may  work  for  a  while,  but  being  charity, 
and  usually  dishonest  in  intent,  cannot  continue  long. 

What  was  not  wanted  was  an  economy  bonus  like 
that  once  observed  in  a  plant  where  a  disastrous  strike 
had  occurred  a  few  months  after  the  plan  was  put  on. 
The  bonus  had  been  introduced  with  much  pomp  and 
sanctimonious  talk  of  "the  square  deal,"  **the  right  of 
the  worker  to  share  in  the  savings"  and  other  pap  of 
a  similar,   familiar  sort. 
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Then  at  the  end  of  the  month,  whether  there  had 
been  a  savin<^  or  not,  the  directors  of  the  misguided 
concern  said  in  effect,  "Oh,  well,  they'll  l>e  satisfied 
with  so  much,"  and  proceeded  to  pass  it  out  with  more 
platitudes.  There  was  no  predetermined  basis  of 
division,  and  it  did  not  take  the  workmen  lon.i^  to  find 
that  out.  They  discovered,  too,  that  they  got  a  t)onus 
whether  they  effected  economies  or  not.  Before  long, 
the  men  struck  for  more  wages.  Knowing  that  the 
bonus  payment  depended  principally  upon  the  unreliable 
digestions  of  the  directors,  they  wanted  to  make  sure 
it  would  be  forthcoming,  and  they  cannily  felt  that  the 
best  way  to  assure  it  was  to  get  it  added  to  their  wages. 

While  the  group  economy  bonus  is  no  new  thing, 
it  is  rare  to  find  it  strictly  on  the  square ;  so  square  that 
the  management  is  willing  to  explain  in  detail  just  how 
it  works,  so  that  the  men  can  see  for  themselves  that 
there  is  a  definite  way  of  dividing  the  saving. 

We  started  with  the  idea  that  no  bonus  less  than 
10  per  cent  of  the  worker's  wage  would  be  an  effective 
spur.  The  sky  was  to  be  the  top  limit.  This  was, 
therefore,  the  basis  on  which  the  work  was  carried  on, 
and  was,  incidentally,  the  only  part  of  the  whole  pro- 
ceeding which  was  not  mentioned  to  the  workers.  With 
this  as  a  starting  point,  the  basis  of  division  for  every 
department,  productive  and  contributory,  was  worked 
out — and   most  of  them  were  different. 

Ten  per  cent  above  the  wages  was  set  as  the  bonus  to 
be  paid  for  savings  in  overhead  expense  made  by  increas- 
ing production — any  saving  of  material  was  to  be  given 
as  an  extra  incentive.  To  show  just  what  was  done,  it  will 
suffice  to  describe  the  method  of  setting  the  bonus  in  two 
departments,  one  productive  and  the  other  contributory. 

In  the  productive  department,  the  overhead  expense, 
exclusive  of  supplies,  was  roughly  $10,000  a  month  and 
the  payroll  to  productive  operators,  all  of  whom  were  on 
piece-work,  was  also  on  an  average  of  $10,000.  We  there- 
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for  wanted  to  give  a  minimum  bonus  of  $1,000  for  in- 
creased production.  Time  studies  showed  that  it  should 
be  easily  possible  for  the  operators  to  increase  their  pro- 
duction 2h  per  cent  without  increased  fatigue.  As  the 
$10,000  overhead  should  not  increase  materially  for  a 
2S  per  cent  increase  in  production,  this  increase  would 
result  in  a  saving  overhead  of  8  cents  a  garment. 

On  a  basis  of  the  old  production  of  twenty-five  thou- 
sand garments  a  month,  this  meant  a  saving  of  $2,000— 
twice  what  was  considered  necessary  to  give  as  a  bonus. 
Therefore  the  workers  in  this  department  were  told 
that  they  would  get  50  per  cent  of  the  savings  in  over- 
head, and  it  was  explained  to  them  in  detail  what  over- 
head expense  is  and  just  how  increasing  production  de- 
creases the  amount  of  overhead  that  each  garment  they 
turn  out  must  bear.  Two  things  were  noticeable;  first, 
that  these  mill  hands,  mostly  women,  grasped  the  idea 
quickly;  and  second,  that  they  seemed  glad  to  be  taken 
into  the  confidence  of  the  management. 

In  some  departments  where  the  fixed  overhead  charges 
were  in  a  low  ratio  to  the  productive  payroll,  it  was  neces- 
sary to  give  the  entire  saving  in  overhead  expense  as  a 
bonus,  which  the  management  was  willing  to  do  to  get  the 
increase  in  production.  This  was  true  in  the  packing  and 
shipping  department,  for  instance. 

On  top  of  this  bonus  was  given  throughout  the  mill 
a  flat  half  of  the  saving  in  material,  whether  it  was  direct 
material  like  cloth,  or  indirect,  like  needles,  and  so  on. 

When  the  bonus  plan  was  announced,  it  was  explained 
lo  each  department  the  exact  basis  on  which  the  plan 
was  figured.  The  workers  were  told  that  if  they  wanted 
to  see  the  records,  any  department  could  elect  a  com- 
mittee of  two  which  could  examine  all  of  the  records 
for  that  department. 

The  workers  were  also  told  the  whole  story  back  of 
the  bonus;  that  the  management  had  done  all  it  could 
to  boost  production,  even  to  hiring  outside  engineers  to 
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come  in  and  better  the  plant  and  it  methods;  that  further 
improvements  were  undoubtedly  possible  but  that  they 
could  only  come  from  the  increased  efforts  of  the  work- 
ers themselves. 

They  were  further  assured  that  the  present  basis  of 
bonus  would  not  affect  their  piece-rates  and  that  it  would 
remain  in  force  for  six  months. 

It  was  explained  that  outside  influences,  such  as  the 
price  of  material,  fluctuated  and  that  a  great  change  in 
price  might  work  an  injustice  either  upon  them  or  upon 
the  company  unless  the  basis  of  division  was  changed 
from  time  to  time  to  conform  to  these  outside 
changes.  They  accepted  this  idea  as  fair.  It  was  guaranteed 
that  the  basic  operation  expense  upon  which  the  bonus 
is  figured  would  not  be  changed  because  of  economies 
they  might  effect.  In  this  respect,  incidentally,  this  plan 
differs  from  most  others  of  the  sort.  It  is  obviously  not 
fair  when  a  worker  improves  his  methods  to  make  the 
new  standard  the  normal  on  which  his  future  bonuses 
shall  be  based.  The  best  that  the  management  has  been 
able  to  attain  must  remain  the  normal 

After  all,  however  delectable  a  method  of  this  kind 
may  sound,  the  real  proof  of  its  value  is  in  the  reaction  of 
the  workers  to  it.  A  few  of  the  results  are  shown  on  the 
preceding  pages. 

Possibly  the  most  interesting  incident  following  the 
introduction  of  the  bonus  was  one  in  which  the  general 
manager,  dye  boss,  millwright  and  foreman  were  all  in- 
volved. It  was  the  general  manager's  contention  that  the 
dye  house  could  be  successfully  operated  on  eighty 
pounds  of  steam  as  well  as  on  the  customary  one  hundred 
and  ten  pounds.  The  dye  house  boss  objected,  saying  that 
his  production  would  be  seriously  curtailed  by  such  a  step. 
Deeming  it  unwise  to  cross  the  temperamental  dye  boss, 
the  idea  was  dropped. 

One  day  about  a  week  later,  however,  the  foreman 
and  the  millwright  dropped  in  on  the  general  manager 
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with  the  suggestion  that  on  the  next  Sunday,  unknown 
to  the  dye  boss,  they  put  a  reducing  valve  on  the  steam 
line  to  the  dye  house  and  let  it  operate  on  eighty  pounds 
and  note  the  result. 

The  general  manager  agreed  to  their  scheme;  the 
reducing  valve  was  installed  and  the  figures  show  that 
the  dye  house  production  has  steadily  increased.  The  fore- 
man and  millwright  are  now  sharing  $8  a  week,  as  an 
average  of  six  hundred  pounds  of  coal  a  day  is  saved 
directly  as  a  result  of  their  interest  and  ingenuity. 

The  management  does  not  sit  back,  however,  and 
trust  to  the  ingenuity  of  the  workers  to  show  the  way  to 
savings.  It  frequently  gets  out  printed  slips  showing  what 
savings  have  been  made  and  suggesting  possible  other 
savings.  While,  as  a  rule,  the  workers  themselves,  being 
closer  to  the  work,  see  the  opportunities  first,  the  man- 
agement nevertheless  knows  many  places  where  econ- 
omies might  be  practised  l)ut  has  had  no  way  to  achieve 
them  heretofore. 

But  after  all,  the  saving  of  material  in  this  case  was 
of  secondary  importance.  What  we  were  after  most  of 
all  was  to  increase  production,  and  while  the  manage- 
ment welcomes  any  saving  that  reduces  costs,  it  looks 
upon  the  saving  of  material  principally  as  a  way  to  let 
the  workers  increase  the  size  of  their  bonuses. 

The  first  month's  operation  under  the  economy  bonus 
showed  notable  increases  in  production  throughout  the 
plant  as  the  graphic  chart  shows  (on  following  page). 

Today  the  plant  is,  as  a  whole,  turning  out  26  per 
cent  more  garments  than  before — as  a  result  of  the  econ- 
omy bonus. 

It  was  not  done  by  putting  in  slapdash  any  kind  of 
"system,"  nor  was  it  done  by  any  of  the  speeding  proces- 
ses which  so  often  antagonize  workers.  Efficient  the  plant 
undoubtedly  is;  but  the  methods  used  were  based  upon 
common  sense  and  knowledge  of  workmen  and  their 
ways. 
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HOW  THE  BONUS  INCREASED  PRODUCTION 
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Managers  of  industrial  enterprises  must  recoi^nize  the 
fact  that  the  management  of  any  concern,  either  by  itself 
or  through  production  engineers,  can  go  only  so  far  in 
making  betterments.  Proper  machinery  in  correct  balance 
it  can  furnish  ;  it  can  set  standard  times ;  it  can  plan  pro- 
duction. But  the  passive  indifference  of  the  workers  is 
a  serious  barrier.  This  barrier  can  only  be  passed  with  the 
help  of  the  workers  themselves,  and  it  is  here  that  the 
principles  of  industrial  democracy  are  often  of  value. 

From  our  experience  it  seems  most  logical  to  start 
at  the  bottom  with  things  the  workmen  understand,  and 
give  them  no  more  than  necessary  to  get  the  results.  If 
an  economy  bonus  will  get  them,  well  and  good — why 


give  more . 


But  if  for  some  reason  peculiar  to  some  particular 
plant,  the  bonus  does  not  get  results,  it  may  be  necessary 
and  desirable  to  go  farther  and  give  the  men,  through 


EMPLOYEES  AND  EXECUTIVES 


261 


departmental  committees,  a  say  in  some  of  the  points 
of  management.  And  so  on  to  the  extent  even  of  putting 
in  a  complete  form  of  self-government,  but  that  only  if 
no  less  will  do.  To  play  safe,  always  start  with  little  and 
I)uild  up,  rather  than  give  all  at  first,  or  worse  yet,  pre- 
tend to  give  all  while  actually  giving  nothing  but  the  form. 
That  the  maximum  results  can  be  gained  without  giv- 
ing the  men  full  self-government  is  amply  proved  by  this 
experience.  All  that  was  given  was  a  share  of  the  savings. 
But  this  was  given  on  a  straightforward,  honest-Injun 
basis— no  philanthropy  and  no  mystery.  Unless  a  plan 
like  this  can  stand  the  scrutiny  of  the  workers,  it  deserves 
to  fail — and  it  usually  does. 


100  PER  CENT  OF  SAVINGS  GIVEN  AS  BONUS 

Easton  Furniture  Manufacturing  Company 
E ASTON,  Maryland 

The  following  Is  the  full  statement  of  the  plan  of  the  com- 
pany, as  origmally  made  to  its  employees. 

Beginning  March  1,  1920,  this  company  will  pay  a 
bonus  of  100  per  cent  of  the  actual  saving  in  labor  costs 
due  to  increased  production. 

For  the  satisfactory  accomplishment  of  this  object  a 
committee  of  sixteen  will  be  selected  as  follows : 

Eight  men  will  be  appointed  by  the  President  of  the 
company  from  the  officials  and  foremen.  Eight  men  will 
be  elected  by  the  employees,  taking  two  from  each  of 
the  following  Departments :  Mill,  Cabinet  Room,  Finish- 
ing and  Rubbing  and  Packing  Departments. 

The  committeemen  from  the  above  departments  shall 
be  elected  by  the  men  in  the  several  departments  casting 
a  secret  ballot  for  two  men  to  represent  said  department 
on  said  committee.  Such  ballot  shall  count  one  vote  for 
each  year  the  man  casting  said  vote  has  been  in  the  em- 
ploy of   the  company. 
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Qualification 


Any  employee  who  has  been  with  ihe  company  for 
a  period  of  ninety  days  prior  to  the  election  is  entitled 
to  a  vote,  excepting  foremen,  sub- foremen,  and  other 
employees  having  the  power  of  employment  or  discharge. 

Any  employee  who  is  twenty-one  years  of  age  and 
who  has  been  in  the  continuous  employ  of  the  company 
for  one  year  or  more  is  eligible  for  election  on  this  com- 
mittee. At  least  75  per  cent  of  the  eligible  voters  in  any 
one  department  must  cast  ballots  at  any  nomination  or 
election  to  make  it  valid. 

A  representative  ceases  to  hold  office  when  his  term 
of  employment  with  the  company  ends;  if  he  is  trans- 
ferred from  the  department  from  which  he  was  elected 
to  another  department;  if  he  is  appointed  to  a  position 
within  the  company  as  to  make  him  ineligible  to  vote  or 
hold  office  as  an  employee  representative  or  if  he  is  re- 
called by  those  electing  him.  All  representatives  hold 
office  for  a  period  of  one  year,  or  until  their  succes- 
sors have  been  appointed. 

Procedure 

The  Board  of  Cooperation  shall  elect  two  chairmen, 
one  from  the  employees'  representative;  the  other  shall 
be  the  general  manager  of  the  company.  These  chairmen 
shall  preside  at  alternate  meetings,  having  the  right  to 
vote  and  the  privilege  to  debate  from  the  floor. 

The  Secretary  is  appointed  outside  of  the  member- 
ship and  does  not  have  the  voting  power. 

An  Executive  Committee  composed  of  the  general 
manager,  who  shall  act  as  chairman,  and  two  men  elected 
from  the  representatives  of  the  workmen  and  two  men  by 
the  foremen.  This  Executive  Committee  shall  determine 
labor  costs  that  are  to  be  used  as  a  basis  in  computing 
bonus  and  handle  any  other  matters  that  the  manager 
may  see  fit  to  bring  to  them  for  council. 
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All  suggestions  and  grievances  from  any  department 
are  first  to  be  taken  up  with  a  committeeman  of  that 
department  and  this  committeeman,  when  necessary,  will 
take  same  up  with  the  board  of  directors,  who  shalVhave 
full  power  to  dispose  of  same. 

The  employment  of  the  men  for  each  department  rests 
with  the  committee  of  that  department.  The  recommenda- 
tion for  an  increase  in  pay  and  the  dismissal  of  any 
employee  rests  with  the  committee  of  that  department. 

Any  employee  leaving  prior  to  a  settlement  period  will 
lose  his  interest  in  the  bonus  for  that  period. 

The  following  record  cards  will  be  provided,  namely: 
Lay-off  cards,  discharge  cards,  sick  cards,  which,  when 
countersigned  by  the  committeemen  of  the  several  de- 
partments and  turned  into  the  office,  will  serve  as  records. 
Production  will  be  based  on  stock  complete  in  the 
finishing  room  and  figured  by  the  fixed  standard  piece- 
price,  as  determined  by  the  Executive  Committee. 

At  the  end  of  each  three  months  the  factory  output 
in  pieces  will  be  multiplied  by  the  present  cost-piece  price 
and  the  difference  between  this  amount  and  the  w^age 
paid  for  the  same  period  will  be  prorated  to  each  work- 
man on  the  basis  of  his  wages  for  the  period. 

The  first  settlement  to  be  made  June  30  for  the  months 
of  March,  April,  and  May. 

As  an  example,  say  the  present  labor  cost  is  ascer- 
tained by  the  Executive  Committee  to  be  $10,  and  the 
number  of  pieces  produced  for  the  period  of  three  months 
is  three  thousand,  the  present  wage  would  be  $30,000. 
The  next  period,  say  the  plant  produces  three  thousand 
and  three  hundred  pieces,  for  which  the  factorv  will  pay 
SIO,  or  $33,000.  Then  there  would  be  $3,000  to  be  distrib- 
uted to  the  employees  in  proportion  to  the  wages  they 
have  already  earned. 

Every  employee  of  the  company  outside  of  the  office 
will  participate  in  the  bonus  as  defined  above. 

This  plan  will  give  the  workmen  every  cent  of  gain 
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made;  if  the  production  is  doubled  the  net  return  of  labor 
is  doubled. 

The  company  will  receive  only  the  profits  accruing 
from  the  large  volume  of  sales. 

The  board  of  directors  shall  hold  monthly  meetings 
on  the  second  Monday  of  each  month  at  8  P.M.  o'clock 
at  the  factory's  office,  when  all  matters  pertaining  to  the 
successful  operation  of  the  plant  will  be  considered. 
Each  director  will  be  paid  a  per  diem  of  $2  for  attendance 
at  these  monthly  meetings. 

EMPLOYEES  SHARE  IN  ADDED  NET  INCOME 

^'Cooperative  Dividend"  Plan  of  Philadelphia 
Rapid  Transit  Company 

The  plan  for  a  "cooperative  dividend,"  which  was 
inaugurated  by  President  Mitten  of  the  Philadelphia 
Rapid  Transit  System  is  explained  below  by  excerpts 
from  a  speech  of  Mr.  Mitten  to  the  employees,  explain- 
ing the  plan. 

With  employees  satisfied  and  public  well  sen:ed,  with  P.R.T. 
property  built  up,  and  the  equivalent  of  6  per  cent  earned  upon 
P.R.T.  $30,000,000  paid  in  capital,  cooperati\e  accomplishment 
has  reached  the  goal  set  for  it  in  191  f. 

P.R.T.  ^[en  and  Management  can  undoubtedly  repeat  the 
good  work  of  1921,  and  produce  net  income  of  $f,8oo,ooo  for 
1922,  which  is  the  amount  required  to  pay  a  dividend  of  6  per 
cent  on  P.R.T.  capital  stock. 

Operating  costs  of  1922  can,  I  am  sure,  be  reduced  at  least 
$1,500,000  by  extra  effort  of  men  and  management  and  this  with- 
out any  lessening  of  service. 

The  Plan  which  I  propose  to  submit  for  approval  of  P.R.T. 
stockholders  provides  that  cooperating  employees  receive,  in 
recognition  of  cooperative  accomplishment,  cooperative  dividend, 
limited  to  the  added  net  income  produced,  but  not  to  exceed  in 
amount  10  per  cent  of  P.R.T.  payroll.  Payment  of  6  per  cent 
P.R.T.  dividend  is  to  be  first  accomplished,  followed  by  cooper- 
ative dividend  to  P.R.T.  employees. 

This  plan  will,  in  effect,  make  P.R.T.  a  stock  of  preference, 
the  6  per  cent  dividend  on  which  is  underwritten  by  men  and 
management,  who  must  reduce  1922  operating  costs  not  less  than 
$1,500,000,  in  order  to  make  possible  a  cooperative  dividend  to 
employees  equalling  10  per  cent  of  P.R.T.  payroll. 
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The  Milwaukee  Electric  Railway  &  Light  Company, 
Milwaukee,  Wis.,  has  in  operation  a  bonus  plan  whereby 
employees  in  the  transportation  department  receive  part 
of  the  savings  secured  by  more  careful  attention  to  the 
prevention  of  injuries  and  accidents.  According  to  Bruce 
Cameron,  superintendent  of  transportation  United  Rail- 
ways, St.  Louis,  Mo.,  who  made  an  investigation  of  the 
system  in  Milwaukee  and  submitted  a  report  to  President 
Richard  McCulloch,  the  employees  in  Milwaukee  are 
enthusiastic  over  the  success  of  the  plan  during  its  eigh- 
teen months  of  operation. 

Mr.  Cameron's  report,  which  was  abstracted  in  a  re- 
cent issue  of  the  United  Railways  Bulletin,  stated  that 
a  certain  per  cent  of  the  gross  revenue  of  the  Milwaukee 
Electric  Railway  &  Light  Company  is  set  aside  each  year 
to  pay  injury  and  damage  expenses  arising  from  the 
operation  of  the  cars.  Any  saving  made  from  the  allow- 
ance is  partly  distributed  in  the  form  of  a  bonus  to  the 
employees  in  the  transportation  department.  If,  for  ex- 
ample, $500,000  is  set  aside  to  meet  injury  and  damage 
payments  and  only  $400,000  is  expended  because  of  in- 
creased care  and  intelligent  operation  of  the  cars,  40  per 
cent  of  this  $100,000  saving  (or  $40,000)  is  divided  among 
the  employees.  A  similar  percentage  goes  to  the  company, 
and  the  remaining  20  per  cent  into  a  fund  for  kee])ing 
the  records.  The  bonus  paid  to  the  men  is  in  addition  to 
the  present  wage  scale  and  system  of  compensating  the 
employees  according  to  the  length  of  service. 

The  motormen  and  other  employees  who  are  entitled 
to  receive  a  bonus  draw  73  per  cent  of  the  employees' 
share,  and  the  conductors  entitled  to  a  bonus  draw  the 
remaining  27  per  cent.  The  bonuses  received  l)y  the  motor- 
men  and  conductors  climbed  steadily  during  the  first  year 
until  motormen  were  earning  $7  extra  each  month  and 
the  conductors  about  $5  each  month.  The  other  employees 
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in  the  transportation  department,  such  as  division  super- 
intendents, supervisors,  foremen,  clerks  and  miscellan- 
eous car  service  men,  received  approximately  the  same 
amount  of  extra  money.  All  employees  are  figured  on  the 
same  average  of  earning  capacity,  about  $1,200  each  year, 
so  that  the  motormen  and  conductors  have  an  almost 
equal  standing  with  the  superintendents,  supervisors  and 
foremen. 

In  addition  to  the  money  allov^red  to  meet  injury  and 
damage  payments,  the  report  says  that  another  sum  is 
set  aside  for  the  maintenance  of  equipment.  If  by  careful 
operation  there  are  fewer  collisions  and  less  property  is 
destroyed,  the  difference  between  the  allowance  and  the 
cost  of  repairs  and  replacements  is  divided.  Moreover,  the 
saving  in  power  through  the  intelligent  operation  of  the 
cars  figures  in  the  bonus  appropriation.  A  certain  sum 
is  also  established  as  the  reasonable  earnings  per  car- 
mile,  and  if  every  car  hauls  its  own  load,  keep  on  its  own 
space  or  secures  increased  fares,  the  difference  earned 
above  the  sum  designated  is  divided  among  the  em- 
ployees. 

The  right  of  employees  to  share  in  the  bonus  dis- 
tribution is  determined  from  their  records.  The  com- 
pany has  a  grade  book,  and  all  infractions  of  rules  carry 
with  them  a  certain  number  of  demerit  marks.  xA.t  the 
first  of  the  month  each  employee  starts  out  with  1000 
merit  marks  to  his  credit.  If  he  is  demerited  in  accordance 
with  the  grade  book  and  fails  to  maintain  a  grade  of  750 
points,  he  loses  the  right  to  participate  in  the  bonus  for 
that  month,  while  the  careful  and  efficient  profit  throusfh 
his  carelessness.  Any  employee  demerited  250  points  in 
three  consecutive  months  is  liable  to  dismissal.  The  de- 
merits for  each  accident  or  violation  of  rules  are  deter- 
mined in  the  first  instance  by  the  division  superintendent, 
the  right  of  appeal  being  reserved  in  turn  to  the  bonus 
committee,  the  superintendent  of  transportation  and  the 
general  manager  or  president. 
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The  bonus  committee  at  each  carhouse  consists  of  the 
division  superintendent  as  chairman,  the  director  of  the 
Employees'  Mutual  Benefit  Association  from  that  car- 
house,  and  another  employee  of  the  transportation  de- 
partment. If  the  director  happens  to  be  a  motorman,  then 
a  conductor  is  elected  to  be  the  other  representative,  and 
vice  versa.  The  motorman  or  conductor  chosen  must 
have  a  service  record  of  at  least  three  years  with  the 
company  and  be  in  good  standing. 

There  are  no  lay-offs  or  suspensions  on  account  of 
infractions  of  the  rules  of  the  grade  book.  The  division 
superintendent  posts  the  demerits  in  the  assembly  room  of 
the  carhouse.  The  superintendents,  supervisors,  foremen, 
clerks,  etc.,  are  demerited  on  account  of  infractions  of 
the  rules  the  same  as  motormen  and  conductors.  Their 
infractions  pertain  particularly  to  negligence  in  not  look- 
ing after  the  cars,  letting  a  space  go  by  unattended,  not 
furnishing  the  proper  service  or  not  attending  to  duty  in 
any  other  way. 

The  Milwaukee  plan,  according  to  Superintendent 
Cameron,  gives  all  employees  of  the  transportation  de- 
partment direct  responsibility  and  interest  in  reducing 
the  cost  of  operation,  increased  safety  and  revenues  from 
car  operation,  provides  a  system  for  enforcing  discipline, 
and  recognizes  and  rewards  the  services  of  efficient  men 
whose  treatment  of  the  public  earns  good  will  for  the 
company. 

BONUS  SYSTEM  FOR  FIREMEN  ^ 

After  a  boiler  plant  has  been  provided  with  the  neces- 
sary instruments  and  the  fireman  has  been  instructed  how 
to  do  the  firing,  it  is  almost  impossible  to  maintain  a  high 
efficiency  without  the  use  of  a  proper  bonus  system.  The 
fireman  can  waste  or  save  a  large  amount  of  fuel,  and 

'  Bv    C,    V.    Serbell.       Power.    46:356-7.      September     11,    19:7, 


268 


FINANCIAL   INCENTIVES    FOR 


he  should  therefore  be  entitled  to  at  least  a  small  part  of 
what  he  is  saving  for  the  owners.  Every  boiler  plant  needs 
instruments  to  show  the  daily  output  and  input,  a  CO= 
(carbon  dioxide)  machine  to  guide  the  fireman  in  the 
burning  of  fuel  enconomically,  supervision  as  to  how^  to 
handle  the  instrument  and  do  the  firing  accordingly  and 
a  fair  bonus  system.  To  these  might  be  added  a  simple 
boiler-plant  accounting  system; 

The  daily  output  can  be  measured  with  one  of  the 
several  types  of  recording  water  meters  or  with  a  re- 
cording and  integrating  steam-fiow  meter.  I  have  found 
the  latter  most  satisfactory  where  some  of  the  condensa- 
tion is  returned  directly  to  the  boiler  at  a  high  tempera- 
ture and  cannot  be  measured.  The  steam-flow  meter  has 
another  advantage  in  that  an  instrument  for  each  boiler 
can  easily  be  installed  where  it  can  be  readily  seen.  It  does 
not  measure  the  water  blown  out  from  the  boiler — only 
the  actual  amount  evaporated  and  admitted  to  the  piping 
system.  The  input  or  the  coal  can  be  weighed  on  an  ordi- 
nary platform  scale  and  the  weight  of  the  coal  during  the 
month  checked  against  the  weight  of  the  coal  delivered 
to  the  plant  at  least  every  month  so  as  to  avoid  mistakes. 

Besides  this,  the  coal  ought  to  be  analyzed  a  few 
times  each  month.  The  information  thus  gained,  together 
with  the  average  steam  pressure,  temperature  of  the  feed 
w^ater  and  superheat  of  the  steam  (if  any)  or  moisture 
in  the  steam,  will  enable  one  to  figure  the  eflficiency  of 
the  boiler  plant. 

As  a  guide  to  the  fireman  to  use  the  proper  amount 
of  air  for  combustion,  a  draft  gage  mounted  on  the  boiler 
front  and  connected  to  the  furnace  will  answer  the  pur- 
pose, together  with  a  CO2  apparatus  for  analyzing  the  flue 
gases.  The  fireman  should  receive  instruction  how  to  in- 
telligently read  the  instrument  and  change  the  method  of 
firing  so  as  to  obtain  a  CO2  of  about  12  per  cent,  depending 
on  the  fuel.  In  order  to  regulate  the  draft  the  damper 
ought  to  be  so  connected  that  the  firemen  can  operate  it 
from  the  front  of  the  boiler.  A  pyrometer  or  thermometer 
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in  the  chimney  below  the  damper  is  also  necessary 
in  order  to  check  the  losses  from  the  gases  escaping 
through  the  chimney.  A  temperature  from  150  to  200 
deg.  F.  above  the  temperature  of  the  saturated  steam  is 
proper.  The  bonus  system  must  be  based  on  the  savings 
obtained  above  a  certain  standard  or  basis;  in  other 
words,  the  firemen  must  feel  that  they  are  getting  a 
part  of  what  they  are  saving.  This  is  a  point  usually 
neglected,  but  is  absolutely  necessary  in  order  to  secure 
the  full  cooperation  of  the  men. 
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Monthly   Statement  of   Firemen's   Bonus 


For  the  last  six  months  the  writer  has  been  using  a 
bonus  system  for  the  hremen,  and  with  the  help  of  the 
aforementioned  instrument  has  been  able  to  maintain  an 
efficiency  of  the  boiler  and  furnaces  of  above  69  per 
cent,  coal  used  for  banked  tire  and  for  firing  up  boilers 
included. 

The  system  is  as  follows :  An  efficiency  of  more  than 
65  per  cent  or  an  evaporation  of  more  than  9  lb.  of  water 
per  pound  of  coal  of  14,500  B.t.u.  an  average  steam  pres- 
sure of  100  lb.  gage  and  a  feed- water  temperature  of  170 
deg.  F.  form  the  basis  for  figuring  the  bonus.  No  correc- 
tion is  made  for  moisture  in  the  steam,  but  due  correc- 
tion for  steam  pressure  and  superheat  of  the  steam  and 
and  for  the  B.t.u.  in  the  coal.  More  than  65  per  cent 
efficiency  is  considered  as  a  saving  and  is  figured  as  fol- 
lows for  coal  with  a  heat  value  of  14,500  B.t.u.  per 
pound  as  fired : 

Water  evaporated  in  lb.  during  month 

9 

— coal  actually  burned  during  the  month=coal  saved 

If  the  price  of  the  coal  is  $3  per  ton  (2000  lb.)  the 
saving  in  dollars  will  be 

Pounds  coal  saved  X  3 

2000 

Fifteen  per  cent  of  this  saving  has  been  divided  be- 
tween the  men  in  the  boiler  room  (see  monthly  state- 
ment). The  coal  and  ashes  are  weighed  every  twenty- 
four  hours  and  noted  on  the  daily  coal-consumption  sheet, 
together  with  the  daily  evaporation  for  each  boiler  from 
the  steam-flow  meters,  with  necessary  corrections.  A 
copy  of  this  sheet  is  sent  to  the  office,  and  in  this  way 
the  management  each  morning  can  see  what  was  done 
the  previous  day  in  the  boiler  room.  For  each  month  a 
statement  from  the  boiler  department  is  made  up  (see 
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statement),  and  from  this  the  bonus  is  figured  out  as 
outlined. 

The  cost  of  the  apparatus  used  is  small.  If  recording 
thermometers,  pressure  gages,  draft  gages  of  CO2  re- 
corders are  wanted,  the  cost  increases  somewhat,  and 
such  recording  instruments  might  or  might  not  be  needed, 
depending  on  the  size  and  condition  of  the  boiler  plant! 
In  any  case  after  the  output  divided  by  input  is  estab- 
lished it  is  a  comparatively  easy  matter  to  figure  whether 
It  will  pay  to  put  in  more  expensive  instruments. 

I  have  been  using  65  per  cent  efficiency,  not  because 
this  ought  to  be  considered  as  a  standard,  but  because 
it  was  about  the  best  that  could  be  obtained  as  a  monthly 
average  before  any  instrument  was  installed  to  guide  the 
fireman,  and  therefore  the  fuel  saved  above  65  per  cent 
efficiency  represents  a  clear  profit  less  the  interest  and 
maintenance  of  the  instrument  and  the  bonus  paid  to 
the  men.  This  figure  is  very  conservative,  and  as  far  as 
saying  how  the  better  results  can  be  accomplished  and 
supervision  are  operating  at  an  average  as  high  as  65  per 
cent  efficiency,  and  therefore  in  many  cases  the  net  sav- 
ing will  be  considerably  higher  than  here  taken. 


BONUS  SYSTEM  FOR  THE  SAVING  OF  COAL^ 

Many  easygoing  owners  and  managers  of  plants,  real- 
izing that  the  actual  performance  is  falling  short  of  that 
possible,  often  shift  the  responsibility  from  their  should- 
ers to  those  of  the  employee  by  offering  a  premium  for 
performance  which  is  sufficiently  better  than  the  present, 
leaving  it  to  the  employee  to  secure  the  "better  results."' 
In  such  cases  the  management  side-steps  its  duty  in  not 
saying  hozv  the  better  results  can  be  accomplished  and 
what  they  shall  be.  Such  methods  are  sometimes  ad- 
vocated as  giving  the  employee  freedom  to  develop  his 
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ingenuity.  This  sophistry  is  easily  exploded  when  it  is 
considered  that  the  operating  man  seldom  has  time  for 
investigation  and  researches.  His  hands  are  full  keeping 
the  wheels  turning.  Furthermore,  measuring  and  indicat- 
ing instruments  and  devices  are  often  lacking.  The  pecul- 
iar requirements  of  a  research  man — highly  developed 
power  of  abstraction  and  observation,  ability  to  concen- 
trate on  one  problem  to  the  exclusion  of  all  others — are 
faculties  which  are  seldom,  if  ever,  found  in  men  en- 
gaged in  routine  operating  work. 

Many  Bonus  Plans  Unsatisfactory 

It  is  generally  conceded  that  higher  efficiency  war- 
rants higher  compensation  and  that  stimulation  for 
efficient  work  is  necessary  for  its  perpetuation.  However, 
the  lack  of  careful  study  of  the  subjects  is  responsible 
for  many  misconceptions.  Most  of  the  methods  of  extra 
compensation  are  unsuitable,  yet  no  better  plan  can  be 
adopted  unless  the  principles  and  operating  conditions 
are  properly  organized.  The  faulty  methods  may  be  clas- 
sified as  follows:  (a)  Profit-sharing  plan ;  (b)  premium 
schemes,  and  (c)  rewarding  individual  efforts. 

Profit-sharing. — Profit-sharing  is  based  on  the  as- 
sumption that  the  employees  by  their  work  contribute  to 
the  success  of  the  enterprise  in  securing  profits.  This 
would  be  entirely  correct  if  the  employees  had  the  oppor- 
tunity to  control  all  functions  of  management,  fix  the 
salaries  of  directors  and  direct  purchases  and  sales,  be- 
sides having  a  veto  in  financial  transactions.  x\s  long  as 
they  are  expected,  however,  to  work  under  the  condi- 
tions provided  by  the  management,  with  equipment  and 
material  furnished  by  the  management,  w^hich  in  turn  dis- 
poses of  the  product,  the  profit  or  loss  is  only  slightly 
influenced  by  the  excellence  of  the  work  done  by  the  men. 
If  dividends  are  not  declared,  the  workmen  lose  their 
share,  perhaps  through  no  fault  of  their  own,  since  even 
if  they  have  been  working  as  hard  as  possible,  blunders 
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in  policy  and  mismanagement  will  offset  any  good  they 
have  done. 

Premium  Plans. — I'remium  plans,  as  worked  out  in 
power  plants,  are  very  unsatisfactory.  The  common  error 
of  all  the  attempts  in  this  line  is  that  the  final  cost  of 
operation  is  considered  as  a  basis  for  the  award  or  denial 
of  the  premiums.  Yet  it  is  perfectly  clear  that  the  cost 
depends  not  only  on  the  excellence  of  work  but  equally, 
if  not  in  a  much  larger  degree,  upon  the  method  and 
means  of  upkeep,  cost  of  fuel  and  supply  and  its  quality, 
quantity  of  output,  load  factor,  use  factor,  etc.  None  of 
these  factors  is  under  the  control  of  the  powder-plant  em- 
ployee. Besides,  the  extent  to  which  different  employees 
contribute  to  the  attainment  of  economical  results  is  very 
unequal.  While  the  firemen  may  effect  as  much  as  50 
per  cent  saving,  the  switchboard  operator  cannot  influence 
more  than,  say,  5  per  cent,  whereas  the  floor  engineer 
can  save  or  waste  about  L5  per  cent  at  the  most. 

The  unsuitability  of  the  premium  plan  was  forcefully 
demonstrated  several  years  ago  in  a  plant  where  em- 
ployees who  had  been  accustomed  to  earning  premiums 
were  unable  to  do  so  any  longer  owing  to  the  use  of  poorer 
coal  and  a  reduction  in  load. 

Rewarding  Individual  Effort. —  The  rewarding  of  in- 
dividual effort  is  perhaps  the  most  unscientific  scheme 
of  all.  The  same  objection  exists  that  was  cited  before 
— the  responsibility  for  securing  better  results  is  shifted 
onto  men  who  have  no  authority  to  alter  the  conditions 
under  which  they  are  expected  to  produce  results.  The 
common  error  in  applying  the  reward  is  to  select 
arbitrarily  one  or  more  isolated  factors,  like  CO2  in  flue 
gas,  carbon  in  ashes,  etc.,  and  reward  men  obtaining  the 
best  results.  It  is  generally  overlooked  that  any  one  or 
several  of  these  factors  do  not  indicate  the  true  perform- 
ance of  the  whole  process.  It  is  often  wise  to  lose  in  one 
direction  in  order  to  gain  more  in  the  final  result.  More- 
over, it  is  absurd  to  request  men  to  secure  better  results 
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without  teaching  them  how  to  do  it  and  without  providing 
them  with  instruments  showing  the  progress  made. 

If  one  of  the  advocates  of  these  short  cuts  would 
take  pains  to  investigate  any  of  his  hobbies — whether 
high  CO2,  or  low  flue  temperature,  or  good  ashes,  or 
anything  else  that  can  be  produced — he  would  find  that 
the  relation  of  the  factors  is  complex  enough  to  war- 
lant  detailed  study.  Furthermore,  good  results  cannot  be 
expected  unless  the  equipment  used  is  maintained  in  first- 
class  operating  condition  and  the  supplies  furnished  are 
the  most  suitable  and  of  uniform  quality. 

A  glaring  example  of  inconsistency  of  the  individual- 
reward  plan  is  offered  by  the  experiences  of  a  Western 
railroad.  Here  it  was  recognized  that  the  actual  perform- 
ance was  worse  than  that  possible,  and  that  local  condi- 
tions of  various  plants  called  for  different  standards. 

The  work  of  establishing  standards  of  performance 
was  based  not  on  actual  experiments  but  on  average  sta- 
tistical data  of  the  past,  reduced  by  the  guessed  percent- 
age suspected  as  waste.  Then  an  allotment  was  made  for 
each  individual  plant  as  to  how  much  fuel  should  reason- 
ably be  consumed  there  per  month.  Similarly,  payrolls 
were  revised  and  certain  labor  costs  were  assumed  as 
reasonable.  These  two  records  multiplied  by  constants 
arbitrarily  chosen  (6  for  fuel  and  4  for  labor)  added  to- 
gether and  divided  by  10  gave  the  figure  of  merit  used 
as  a  basis  for  the  payment  of  bonus,  the  bonus  itself 
being  adjusted  on  a  sliding  scale. 

The  shortcomings  of  this  crude  method  are  apparent : 

1.  Men  are  left  to  discover  for  themselves  how  to 
secure  the  results  desired  by  the  management. 

2.  The  management,  shifting  the  responsibility  to  the 
men,  was  uncertain  as  to  the  exact  amount  of  saving 
accomplished  due  to  individual  efforts,  and  therefore 
could  not  fix  a  definite  bonus. 


EMPLOYEES   AND   EXECUTIVES 


275 


Task-Setting  Plan  That  Brings  Results 

As  opposed  to  all  these  methods,  the  writer  advocates 
the  assignment  of  a  well-defined  task  to  each  member  of 
an  organization.  The  setting  of  a  task  presupposes  the 
complete  and  detailed  knowledge  of  each  and  every  pro- 
cess performed  in  the  plant  and  includes  reliable  infor- 
mation as  to  what  each  unit  of  equipment  can  do  and 
what  are  the  conditions  producing  the  desired  results. 
This  knowledge,  once  gained  through  test  and  research 
work,  is  made  available  by  instructions  and  training.  Re- 
sults necessarily  follow  conditions;  therefore  the  task 
really  consists  in  maintaining  conditions  as  prescribed, 
not  in  attaining  results,  inasmuch  as  they  are  assured  if 
all  requirements  are  complied  with. 

To  determine  whether  the  men  live  up  to  their  instruc- 
tions, and  consequently  whether  they  earn  their  bonus, 
it  is  often  convenient  to  judge  by  final  results.  However, 
these  are  not  necessarily  definite  indications,  since  re- 
sults may  fall  short  of  predetermination  because  of  con- 
ditions beyond  the  control  of  the  employee.  To  illustrate : 
Boiler  efficiency  may  materially  drop  through  no  fault 
of  the  fireman  if  baffles  and  arches  in  the  boilers  are  not 
maintained,  owing  to  poor  planning,  lack  of  material,  etc. 
Steam  consumption  may  increase  above  what  it  should 
be  if  cool  condensing  water  is  not  available.  The  man  may 
fail  to  remove  the  ashes  in  the  prescribed  time  if  the 
locomotive  batteries  are  not  properly  charged,  the  clean- 
ing schedule  disorganized,  etc.  It  would  be  obviously 
wrong  to  deny  the  bonus  to  the  employee  who  did  all 
that  was  expected  of  him  but  who  was  unable  to  produce 
results  through  the  fault  of  somebody  else  or  something 
that  could  not  be  prevented  by  him. 

Under  such  conditions  an  investigation  should  be 
made,  not  to  verify  the  results,  but  to  find  out  whether 
the  conditions  prescribed  by  the  instruction  card  were 
lived  up  to.  If  they  were,  that  is  all  that  was  expected  from 
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the  employee  and  his  bonus  should  be  allowed  him.  This 
basic  principle  should  apply  in  all  cases.  Favorable  con- 
ditions may  produce  results  slightly  better  than  specified, 
yet  they  do  not  call  for  any  additional  reward  since  they 
evidently  are  not  due  to  any  extra  work  on  the  part  of 
the  employee.  In  other  words,  the  bonus  remains  constant 
as  long  as  the  terms  of  the  instruction  card  are  compiled 
with,  irrespective  of  whether  the  results  are  equal  to, 
above  or  below  a  certain  predetermined  value.  In  case 
results  are  below  a  specified  mark  the  bonus  should  be 
paid  in  full  or  not  paid  at  all,  depending  on  the  inves- 
tigation previously  mentioned,  but  never  should  the  bonus 
be  reduced. 

The  knowledge  of  how  to  do  things  properly  and  the 
strongest  desire  to  work  according  to  the  best  methods 
are  of  no  avail  unless  the  conditions  are  such  that  it  is 
possible  to  apply  these  qualifications.  It  is  a  well-known 
fact  that  the  daily  performance  in  a  plant  operating  under 
old-fashioned  management  falls  short  of  the  results  ob- 
tained during  a  specially  arranged  test.  This  is  due  chiefly 
to  the  failure  to  plan  the  work  ahead  and  permanently 
maintain  the  conditions  prevailing  during  the  test. 

In  considering  conditions  which  should  be  maintained 
to  secure  the  best  economy  the  elimination  of  causes 
producing  fatigue  should  be  given  first  rank,  as  in  power- 
plant  work  neither  the  best  of  machinery  nor  excellent 
supplies  can  produce  satisfactory  results  unless  they  are 
handled  by  men  who  are  not  tired,  mentally  or  physically. 
From  experiments  conducted  with  firemen  the  writer  has 
found  that,  other  conditions  being  equal,  a  fireman  on  a 
twelve-hour  watch  is  about  4.5  per  cent  less  efficient  than 
the  same  man  on  an  eight-hour  shift. 

No  one  familiar  with  the  common  layout  of  a  power 
plant  can  over-emphasize  the  importance  of  hygienic 
conditions  to  enable  men  to  live  up  to  their  task  day  in 
and  day  out.  While  engine  rooms  not  infrequently  offer 
very  pleasant  and  sanitary  surroundings,  boiler-houses, 
the  most  important  part  of  any  plant,  are  often  so  built 
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as  to  make  them  unbearably  cold  in  winter  and  uncom- 
fortably hot  during  the  summer.  Good  lighting  is  so  un- 
usual that  after  looking  into  the  furnace  a  fireman  can 
seldom  read  the  gages  or  examine  anything  around  the 
boiler.  Good  drinking  water  is  rarely  provided,  and  rest- 
ful seats  with  backs  (seats  without  backs  are  as  bad  as 
no  seat  at  all)  have  never  been  found  by  the  writer  in 
any  boiler  house.  If  provided  with  seats  having  backs  the 
firemen  can  clean  the  fires  twice  as  rapidly  as  without 
them. 

The  absence  of  elementary  conditions  of  comfort  in 
a  working  place  where  the  men  spend  the  greater  part 
of  their  lives  is  more  harmful  to  the  employers  than  to 
the  employees.  Petty  annoyances  and  feelings  of  discom- 
fort divert  the  attention  of  the  men  from  the  performance 
of  their  duties  to  means  of  avoiding  the  annoyance. 
Steady  attention  on  the  part  of  the  firemen  is  much  more 
important  than  is  generally  realized. 

Of  no  less  importance  is  the  hygienic  surrounding  on 
the  switchboard  gallery.  Flickering  light  from  lamps  on  a 
low-frequency  circuit,  glare  on  the  glass  fronts  of  instru- 
ments, cement  floors  to  walk  on,  inconveniently  located 
telephones  or  telautographs,  too  low  log  desks,  etc.,  are 
all  excellent  means  to  increase  steam  consumption  per 
kilowatt-hour  and  reduce  the  safety  to  men,  property  and 
service. 


BONUSES  IN  A  SHOE  FACTORY 

The  F.  Mayer  Boot  &  Shoe  Co.  Milwaukee,  Wis.  has 
a  bonus  plan  for  economy  that  has  been  in  operation  since 
1914.  The  plan  applies  to  outside  cutters,  trimming  cut- 
ters, and  sole  leather  cutters.  Under  the  plan,  three  cents 
is  paid  for  every  foot  of  leather  saved  by  the  cutters  under 
their  allowance.  A  charge  of  the  same  amount  per  foot 
is  made  for  losses.  The  cutters  are  paid  when  their  sav- 
ings amount  to  $10. 


CHAPTER  IX 

BONUS  FOR  STEADY  ATTENDANCE 

THE  PROBLEM  OF  LATENESS 
AND  ABSENTEES  i 

Review  of  Methods  Used  in  Various  Firms 

The  Cost 

The  cost  to  business  firms,  occasioned  by  absences 
and  tardinesses  is  much  greater  than  generally  realized. 
One  department  store  reports  that  it  is  required  lo  keep  5 
per  cent  more  employees  than  would  otherwise  be  neces- 
sary, because  of  absences  and  tardinesses  of  employees. 
Perhaps  the  three  most  important  costs  are : 

L  Maintenance  of  larger  payroll. 

2.  Idleness  of  machines  and  equipment  when  not  in 
use. 

3.  Impairment  of  discipline  and  control. 

Increase  Sinck  1916 
These  twin  evils  have  greatly  increased  since  1916, 
due  to  the  abnormal  conditions  of  employment  which 
prevailed  during  the  war.  The  fact  that  the  "fear  of  dis- 
charge" practically  disappeared  from  the  minds  of  many 
employees  greatly  weakened  discipline  in  many  plants. 
Hence  there  was  a  "letting  down  of  the  bars,"  a  tolerance 
and  indifference  toward  undesirable  traits  in  employees, 
and  a  general  laxity  in  control  which  greatly  increased 
absences  and  tardinesses,  as  well  as  minor  infractions  of 
rules  and  regulations  (which  also  lessened  production). 
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The  Present  Phoblem 

.  ^?  *!!f,?'"^^^"'  P^"°'^  °^  readjustment,  it  is  important 
to  ask,  Wliat  measures  can  be  taken  by  the  management 
to  lessen  the  waste  occasioned  by  unduly  frequent  ab- 
sences and  tardinesses?"  Certain  methods  which  have 
been  successfully  used,  by  various  firms,  will  be  con- 
sidered m  this  report. 

Pay  Days 

Many  firms  report  that  absences  have  proven  to  be 
greatest  on  Mondays.  The  terra  "Blue  Monday"  has  fre- 
ciuently  been  used  to  indicate  the  unsatisfactory  character 
of  this  day  in  may  plants.  To  lessen  causes,  which  pro- 
duce such  results,  many  firms  have  done  away  with  the 
Saturday  pay  day-and  now  use  Tuesday,  Wednesday  or 
J  nursday  for  paying  wages. 

Transportation  Difficulties 
In  many  cases,  transportation  difficulties  prove  to  be 
a   most   important   cause,    particularly    for    tardinesses. 
1  raftic  tie-ups,  delayed  cars,  and  similar  factors  entirely 
beyond  the  employees'  control  frequently  result  in  tard- 
iness, despite  his  best  efforts.  To  meet  this  situation,  cer- 
tain establishments  have  adopted  the  policy  of  employing 
o«/y  those  employees  who  reside  in  certain  stipulated  geo 
graphical  areas,  which  offer  reasonably  reliable  trans- 
portation facilities,  to  and  from  the  place  of  employment, 
i  hus  an  effort  is  made  to  give  preference  to  those  ap- 
phcants  who  do  not  come  from  an  unduly  long  distance 
and  who  are  not  required  to  make  a  number  of  transfers' 

^tnri^Tr.       '  u""  '°"'"'  ^^'^   O"^  °^  *e  department 
stores  of  Chicago  has  tried  this  plan  with  success 

"Docking" 
The  practice  of  docking  the  employees'  wage  for  ab- 
sences and  tardinesses  is  not  a  new  one.  Ordinarily   em- 
ployees who  are  working  on  hourly-  or  daily-wages  are 
automatically  docked  for  their    absences,    although    n 
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many  cases,  nut  for  their  tardiness,  likewise  piece- 
rate  workers  are  automatically  docked  tor  time  lost. 
However,  in  many  cases,  there  is  an  attitude  ot  in<lit- 
ference  among  piece-rate  workers  on  this  subject,  because 
they  feel  that  "their  time  is  their  own."  For  them,  there- 
fore the  docking  system  is  of  little  value.  Hence,  when 
used,  it  is  ordinarily  applied  to  salaried  or  time-rate  work- 
ers, especially  in  connection  with  tardinesses. 
Variations  of  the  Dockinc.  System 
There  are  many  variations  of  the  fining  or  docking 

svstem.  .J       , 

'  The  Cleveland  Metal  Products  Company  provides  that 
if  an  employee  is  late  any  fraction  of  fifteen  minutes,  he 
is  docked  a  full  quarter  of  an  hour  wage.  This  applies  to 
both  dav-  and  piece-workers.  The  piece-workers  are 
''docked"  on  the  basis  of  their  day  work-rate  and  not 
their  piece-work  earnings.  Many  other  firms  tollow  a 
similar  practice. 

Disadvantages  of  Dockinc 
The  "docking  system,"  however,  has  certain  disad- 
vantages. At  best,  it  is  a  negative  method,  not  a  positive 
one  It -frequently  arouses  the  employees'  resentment, 
particularly  if  he  is  docked,  say,  a  quater  or  a  halt  hour  s 
pay,  because  he  is  late  a  fractional  part  of  such  period. 

Overcoming  Such  Objections 
Some  firms  endeavor  to  overcome  these  objections  to 
the  "docking  svstem  by  providing  that  the  money  so  saved 
shall  not  go  to  the  employer,  but  that  it  shall  all  accrue 
to  a  special  fund,  to  be  used  exclusively  tor  certain 
employees'  educational,  club,  or  recreational  activities. 
The  \rt  in  P>uttons  Company  has  such  an  arrangement^ 
When  thus  modified,  the  docking  system  loses  much  of 
its  sting  to  the  employee,  although  it  remains  just  as 
effective  in  the  accomplishment  of  it^  main  ]mv]^nsQ,  i.e.. 
the  reduction  of   tardiness. 
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As  contrasted  with  the  method  of  levying  fines,  other 
firms  use  special  bonus  plans  offering  special  rewards 
for  punctuality  and  regularity  of  attendance.  Such  plans 
are  positive  rather  than  negative.  They  offer  the  em- 
ployees a  special  inducement  and  incentive,  over  and 
above  the  regular  pay. 

Cash  Bonus  Plans 
P^or  example  : 

The  O.  W.  Richardson  &  Co.  (furniture,  rugs,  etc.), 
of  Chicago,  pays  a  2  per  cent  bonus  on  every  semi- 
monthly pay  day  to  all  employees  who  have  had  a  perfect 
attendance  and  punctuality  record,  during  the  semi- 
monthly period. 

The  A.  J.  Nystrom  &  Company,  of  Chicago,  provide 
a  theater  ticket  on  each  monthly  pay  day  for  those  em- 
ployees who  have  been  neither  tardy  nor  absent  more  than 
five  times  during  the  month.  The  winners  all  attend  the 
same  theater  in  a  group.  This  monthly  "theater  party"  is 
one  of  the  important  events  in  the  social  life  of  the  em- 
ployees. (At  first,  the  selection  of  the  theater  was  left 
to  the  vote  of  employees.  But  such  marked  differences  of 
opinions  developed  that  the  management  now  selects  the 
play.) 

The  company  also  has  a  profit-sharing  system,  but 
that  is  not  affected  by  the  tardiness  of  employees,  although 
payments  are  reduced  by  paid  absences. 

The  International  Silver  Company  of  Bridgeport  paid 
a  5  per  cent  weekly  bonus  on  wages,  for  a  perfect  time 
record  during  the  war. 

The  Procter  &  Gamble  Co.,  Ivorydale,  O.  pays  a  bonus 
of  v$2  per  week  to  its  female  employees  for  perfect  at- 
tendance. 

To  encourage  punctuality  and  good    attendance,    the 
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Metropolitan  Life  Insurance  Co.  pays  a  bonus  of  10  per 
cent  of  the  weekly  salary  to  any  Home  Office  employee 
who  completes  thirty  consecutive  business  days  of  per- 
fect attendance.  The  maximum  payment  is  $6.  Vacations 
and  absence  due  to  a  process  of  a  court  or  to  military  duty 
do  not  forfeit  the  bonus,  but  do  not  count  for  it. 

Attendance  Bonus  for  Elevator  Men 

A.  I.  Namm  &  Son,  Brooklyn  (department  store) 
offers  to  elevator  operators  as  an  incentive  to  regular  at- 
tendance one-half  day's  pay  or  the  equivalent  time  for  per- 
fect attendance  for  one  month.  Operators  are  given  their 
choice  of  time  or  pay  whenever  possible,  although  oc- 
casionally the  store  is  unable  to  allow  time.  The  em- 
ployees generally  choose  pay.  This  bonus  has  had  excel- 
lent results. 

Special   Rewards   Other  Than   Cash   Payments 

The  special  rewards  offered  are  not  always  in  the  form 
of  a  cash  bonus.  For  example: 

The  S.  W.  Collins  Manufacturing  Company  provides 
that  every  woman  employee  who  loses  not  more  than 
ten  days'  time  during  the  year  may  have  one  week's  full 
vacation,  with  pay.  Thus,  the  employees  get  an  oppor- 
tunity to  take  a  vacation,  which,  the  management  holds, 
greatly  increases  their  efficiency,  and  at  the  same  time 
the  inducement  for  regularity  throughout  the  year  is  pro- 
vided. 

Special  Plan  of  United  Chemical  and  Organic  Products 

Perhaps  one  of  the  most  interesting  and  novel  bonus 
plans  is  that  introduced  by  the  United  Chemical  and  Or- 
ganic Products  Company  of  Hammond,  Ind.  This  con- 
cern uses  a  bonus  based  upon  two  combined  factors,  (a) 
length  of  service;  (b)  hourly-rate. 

In  this  way  the  employee  drawing  the  higher  pay  will 
receive  a  greater  bonus.  This  has  the  effect  of  encourag- 
ing the  men  to  reach  the  point  where  they  can  command 
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a  higher  rate  of  pay.  The  causes  for  penalty  through 
which  the  employee  loses  his  bonus  during  the  current  pay 
period  are  tardiness  and  absence  from  duty  without  valid 
excuse. 

The  bonus  consists  of  a  graduated  percentage,  to  be 
paid  upon  the  employees'  earnings,  for  each  semi-monthly 
period.  This  percentage  is  in  an  increasing  ratio,  increas- 
ing as  the  period  of  service  increases. 

However,  the  only  periods  of  service  included  in  the 
computation  of  the  employees'  period  of  employment  (to 
be  used  as  a  basis  for  their  bonus)  are  those  periods 
during  which  he  has  had  a  perfect  full  time  record.  Thus, 
if  an  employee  has  been  on  the  payroll  seven  months,  but 
if  during  that  period  he  had  an  imperfect  or  part  time  re- 
cord for  two  semi-monthly  periods — his  bonus  would  be 
computed  on  six  months  only.  In  other  words,  each  time 
a  worker  turns  in  a  perfect  record  for  the  semi-monthly 
period,  one-half  month  is  added  to  his  period  of  service, 
upon  which  his  length-of -service  bonus  is  computed.  But, 
if  he  has  had  an  imperfect  record  during  any  semi- 
monthly period,  that  period  will  not  be  added  to  his  re- 
cord. 

If  a  worker  does  not  have  a  perfect  full  time  record, 
for  any  semi-monthly  period,  he  sacrifices  his  bonus  for 
that  period,  but  he  does  not  lose  the  credit  of  his  previous 
service,  as  the  basis  for  future  length-of -service  bonus 
payments.  That  is,  all  perfect  full  time  periods  previously 
served  will  stand  to  his  credit,  in  computing  future 
bonuses.  The  above  plan  is  well  designed  to  promote 
both  regularity  and  permanency  among  employees. 

Making  Tardiness  Conspicuous 

Entirely  aside  from  levying  penalties,  or  offering  spe- 
cial bonus  rewards  and  similar  plans  appealing  to  the  em- 
ployees' desire  for  personal  gain,  other  methods  have  also 
been  found  effective.  Some  managers  hold  that  the  most 
effective  method  of  reducing  tardiness  is  to  make  lateness 
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difficult,  conspicuous  and  embarrassing  to  the  tardy  em- 
ployee. 

For  example : 

The  J.  B.  Stetson  Company  requires  that  if  an  em- 
ployee is  late  he  must  get  a  specially  signed  pass  to  be 
admitted  to  the  plant. 

Strawbridge  &  Clothier  Company  of  Philadelphia  pro- 
vides that  if  an  employee  is  late  he  must  first  go  to  a 
central  desk,  sign  up,  and  indicate  the  number  of  minutes 
he  is  late. 

These  plans  have  the  advantage  that  the  employee 
realizes  he  must  call  attention  to  himself,  and  to  his  tardi- 
ness. He  knows  full  well  that  it  will  not  be  possible  for 
him  to  enter  late  and  yet  have  his  tardiness  pass  un- 
noticed and  unobserved. 

One  of  the  above  firms  reports  that  tardinesses  were 
reduced  about  25  per  cent  by  the  use  of  such  a  plan  which 
made  every  tardiness  conspicuous  and  embarrassing  by 
calling  the  specific  attention  of  the  employee's  superior 
to  it. 

Making  Employees  Realize  That  Their  Attendance  Record 

Is  Important 

There  can  be  little  doubt  that  one  of  the  most  effective 
means  of  overcoming  these  twin  evils  is  to  let  the  em- 
ployee know  and  understand  that  such  delinquencies  do 
not  pass  unnoticed,  and  to  make  him  feel  that  real  impor- 
tance is  actually  attached  to  his  attendance  record.  This 
can  be  done  in  various  ways. 

The  S.  M.  Collins  Manufacturing  Company  accom- 
plishes this  result  by  keeping  a  card  record  showing  the 
total  number  of  hours  the  employee  could  work,  per 
v/eek,  if  he  is  actually  on  the  job  throughout  the  entire 
week,  and  also  showing  the  actual  amount  of  time  worked. 
The  difference,  expressed  in  terms  of  hours  and 
minutes,  represents  the  time  lost  due  either  to  the  em- 
ployee's absences  or  lateness.  Every  employee  is  instructed 
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that  his  attendance  chart  will  be  given  careful  study  in 
considering  every  advancement  and  promotion,  either  in 
responsibility  or  in  salary.  Hence,  this  method  has 
proven  a  very  effective  one,  particularly  among  the  more 
ambitious  employees,  who  look  forward  to  securing  ad- 
vancement. 

The  Emergency  Fleet  Corporation  tried  to  promote  the 
same  end  among  office,  clerical  and  salaried  employees, 
by  keeping  a  careful  record  of  the  employees'  attendance 
(both  absences  and  tardinesses.)  Every  two  weeks  each 
employee's  record  was  placed  on  his  desk  by  the  depart- 
ment head. 

Such  methods  go  far  to  make  the  employee  feel  that 
his  attendance  record  is  important,  that  his  superiors 
know  what  his  record  is,  and  that  they  care  what  it  is.  In 
other  words,  he  feels  the  pressure  and  influence  from 
those  further  up  in  the  organization.  With  many  em- 
ployees this  is  likely  to  be  the  most  powerful  considera- 
tion. 

Rivalry  and  Publicity 

A  certain  amount  of  educational  work  may  be  accom- 
plished by  developing  the  spirit  of  inter-departmental 
competition  and  rivalry,  and  by  publicity.  For  example: 

The  Curtis  Publishing  Company  of  Philadelphia  fol- 
lows the  practice  of  posting  bulletins,  showing  the  number 
and  percentage  of  absences  and  latenesses,  by  depart- 
ments, and  the  relative  standing  in  this  respect  of  each 
department. 

The  company  goes  further  by  reporting  to  the  Per- 
sonnel Committee  the  total  list  of  workers  who  have  been 
tardy  over  three  times  during  the  month,  and  then  this 
list  is  sent  back  to  the  Division  Head  with  instructions 
to  follow  up  personally  and  exert  pressure  to  better  the 
record  the  next  month.  If  the  record  is  not  bettered,  then 
the  Personnel  Manager  and  the  Division  Head  are  made 
jointly  responsible  for  whether  the  employee  is  to  be 
maintained  or  not. 
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Strawbridge  ik  Clothier  of  Philadelphia  go  even  fur- 
ther. Each  Department  Manager  is  advised  weekly  of  the 
relative  standing  of  his  department  in  punctuality  with 
the  names  of  those  responsible  for  imperfect  records. 
Persons  frequently  tardy  are  summoned  for  interview  in 
the  Department  of  I'ersonnel.  Attendance  and  tardiness 
are  entered  on  the  employee's  record  and  become  factors 
in  the  employee's  progress. 

Employees'  Service  Work 

Certain  forms  of  employee's  service  work  have  been 
found  helpful.  Among  these  many  be  mentioned  home 
visiting  and  nursing.  Certain  hrms  employ  a  visiting 
nurse,  who  looks  up  every  absentee,  on  the  second  day  of 
absence.  In  many  cases,  the  absence  is  found  to  be  due  to 
sickness  of  the  workman,  or  perhaps  due  to  sickness  of 
his  wife  or  child.  By  securing  or  providing  the  proper 
care,  the  nurse  is  frequently  able  to  get  the  employee  back 
to  work  shortly,  or  at  once, — thus  materially  reducing  the 
period  of  his  absence. 

The  Cleveland  Metal  Products  Company,  Hart 
Schaffner  and  Marx,  The  Merchant  Shipbuilding  Cor- 
poration, and  other  firms  have  tried  this  plan  with  sub- 
stantial success. 

Other  firms  maintain  a  staff  of  doctors  and  dentists, 
in  the  plant,  and  provide  that  employees  consult  them 
freely,  on  the  company's  time. 

Montgomery  Ward  &  Company  of  Chicago  had  such 
an  arrangement.  The  management  reports  that  in  this 
way  many  minor  complaints,  sicknesses,  colds,  etc.,  are 
''nipped  in  the  bud"  by  early  and  preventive  treatment, — 
which,  if  permitted  to  go  unattended,  would  result  in  pro- 
longed illness,  and  therefore,  in  prolonged  absences  from 
work. 

Vigorous  "safety  first"  campaigns  also  result  in  a 
substantial  reduction  in  absence.  For,  by  such  means, 
employees  are  educated  and  enabled  to  avoid,  or  at  least 
to  reduce  the  number  of  industrial  accidents,  which  nec- 
essarily cause  men  to  absent  themselves  from  their  work. 
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100  Per   Cent  Attendance  Record 

Most  of  the  bonus  plans  above  described  insist  upon 
100  per  cent  attendance  record,  with  regard  to  absences 
— or  tardiness — or  both.  However,  some  companies  allow 
a  certain  margin.  For  example,  one  Chicago  plant  bases 
its  bonus  payment  upon  a  95  per  cent  attendance  record. 
Some  estabhshments  (e.g.,  A.  M.  Collins  Manufacturing 
Company)  do  not  count  absences  against  the  employee's 
record,  provided  he  brings  a  physician's  statement  show- 
ing illness  as  the  cause.  But  in  most  bonus  plants  there 
is  no  such  special  provision. 

BuLLARD  Machine  Tool  Company  Plan 

The  Bullard  Machine  Tool  Co.,  Bridgeport,  Conn., 
has  a  plan  for  giving  a  premium  or  bonus  to  employees 
for  prompt,  regular  and  continued  service.  This  premium 
amounts  to  10  per  cent  of  the  employee's  weekly  wages, 
earned  during  the  regular  hours  of  operation,  provided 
the  employee  has  worked  a  full  week,  but  this  10  per 
cent  premium  will  not  be  paid  on  overtime. 

Premium  vouchers  are  enclosed  in  the  pay  envelope 
on  each  pay  day.  Each  premium  voucher  becomes  pay- 
able four  weeks  after  issue,  provided  the  person  receiv- 
ing the  voucher  is  still  in  the  service  of  the  company. 

These  premium  vouchers  are  not  negotiable,  cannot  be 
transferred,  and  become  void  if  the  person  named  thereon 
leaves  the  employ  of  the  company  for  any  reason. 

The  company  reserves  the  right  to  change  or  dis- 
continue this  plan  at  their  option.  But  should  the  com- 
pany discontinue  the  system,  it  will  honor  all  valid  out- 
standing vouchers  and  cash  them  at  maturity. 

ABSENCES— HOW  TO  REDUCE  THEM  1 

Those  who  have  accomplished  the  best  results  in  re- 
ducing   absenteeism    put    the    most    faith    in    prompt 

*  From  Factory.     21  :  231-2.     August,  19 18. 
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investigation  of  all  cases  of  absence.  Just  how  this  is  to 
be  done  economically  and  with  due  regard  to  the  psy- 
chological aspects  of  an  interview  with  absent  employees 
is  something  of  a  question. 

One  New  England  company  sends  out  a  rough  and 
ready  factory  man  to  do  the  investigation  work — not  a 
ixjiished  office  clerk.  The  management  here  believes  that 
this  man  is  better  received  in  the  homes  of  workmen  than 
would  be  an  office  investigator. 

To  expedite  the  work  this  man  has  an  automobile  at 
his  service.  He  looks  up  those  cases  to  which  he  is 
directed  by  the  attendance  clerk  of  the  employment  de- 
partment. 

Another  New  England  company — a  Massachusetts 
concern — has  its  absentee  investigation  work  carried  on 
by  its  hospital  nurses.  They  go  to  the  homes  of  absent 
employees  to  offer  assistance  to  any  who  are  ill.  In- 
cidentally they  bring  back  full  records  of  the  case. 

It  is  thought  that  the  psychological  effect  of  having 
a  nurse  attend  to  such  cases  is  good,  for  obviously  no  well 
person  who  stays  out  for  trivial  reasons  other  than  those 
of  health  cares  to  have  a  nurse  appear  to  inquire  for  him. 

A  report  of  absentees  is  furnished  the  labor  and  ser- 
vice department  at  8 :15  every  morning. 

At  8:30  the  service  auto  leaves  the  plant  with  a  ser- 
vice worker  who  checks  up  each  individual,  noting  on  a 
special  report,  which  is  used  for  that  purpose,  the  record 
of  the  absentee. 

The  service  auto  returns  to  the  plant  at  12  o'clock  and 
the  reports  of  the  morning's  visit  are  handed  to  the 
superintendents  of  the  divisions  for  their  information.  As 
the  majority  of  the  workers  are  girls,  the  service  worker 
endeavors  to  reach  the  parents  of  the  operator  and,  when 
possible,  to  learn  of  any  complaint  or  dissatisfaction. 

Other  Ways  of  Checking  up  Absentees 

Some  companies  rely  on  the  telephone  where  possible 
and  still  others  on  the  mail  to  check  up  absentees.       In 
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other  cases,  absentees  are  required  upon  their  return  to 
state  to  the  foremen  the  reasons  for  their  absence,  but  this 
to  many  may  seem  like  locking  the  barn  after  the  horse 
is  stolen. 

There  is  an  interesting  variation  of  this  practiced 
at  the  plant  of  the  Avery  Company.  When  an  absentee 
gets  back  on  the  job  at  this  plant  he  must  report  to  the 
company  doctor  before  he  can  go  to  work.  This  has  had 
a  good  effect  in  bettering  the  attendance  records  and  has 
been  particularly  beneficial  in  reducing  after-pay-day  ab- 
senteeism. Men  know  better  than  to  face  the  experienced 
doctor  with  an  excuse  about  too  much  pie  and  an  upset 
stomach  when  indications  are  otherwise. 

Some  concerns  pay  attendance  bonuses  and  in  these 
cases  a  smaller  amount  of  investigation  of  individual  cases 
is  attempted  as  it  is  assumed  that  under  these  conditions 
all  will  come  who  are  able.  But  more  about  the  attendance 
bonus  later, 

A  too  early  investigation  of  absence  cases  will  call 
for  an  unnecessary  amount  of  labor,  so  that  most 
companies,  particularly  the  larger  ones,  who  do  work  of 
this  sort  begin  investigation  only  after  an  interval  of 
two  or  three  days. 

The  investigation  of  absences  does  far  more  than 
merely  strengthen  lax  habits  on  the  part  of  employees. 
It  often  enables  the  management  to  keep  in  better  touch 
with  its  working  force  and  thus  learn  from  them  more 
of  the  workmen's  viewpoint  upon  their  organization,  for 
many  stay  away  on  account  of  dissatisfaction  rather  than 
illness. 

Concerning  this  the  employment  manager  of  the 
Columbia  Rope  Company  says :  "Naturally  we  find  cases 
for  which  they  have  a  perfectly  reasonable  excuse,  and 
there  are  those  who  are  dissatisfied.  With  those  who  are 
dissatisfied  we  make  an  effort  to  have  them  come  back  to 
the  office  to  talk  matters  over  and  see  if  we  can  make 
arrangements  that  are  satisfactory  to  them.  We  are  able 
to  do  this  in  a  great  many  cases." 
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Tardiness,  while  it  does  not  slow  up  production  to 
the  same  extent  that  a  whole  day's  absence  does,  is 
detrimental  to  the  morale  of  the  working  force  and  of 
course  represents  idle  machine  time  in  the  case  of  ma- 
chine operators.  And  so  absence  and  tardiness  are  often 
considered  together,  although  their  treatment  in  general 
may  not  be  the  same. 

But  the  bonus  method  seems  to  be  admirably  suited  to 
the  reduction  of  both  absenteeism  and  tardiness.  So  great 
is  the  importance  today  of  keeping  everyone  at  work  all 
the  time  that  rather  large  attendance  bonuses  are  offered 
by  some  companies. 

Such  bonuses  range  all  the  way  from  small  rewards 
up  to  15  per  cent  of  the  salary.  But  of  the  ten  or  eleven 
attendance  bonus  plans,  the  complete  details  of  which 
were  at  hand  when  this  article  was  written,  the  average 
bonus  is  more  than  8  per  cent  of  the  wages.  How  large 
the  bonuses  given  are  in  a  number  of  companies  the 
table  on  following  page  shows. 

It  may  be  interesting  to  go  into  the  details  of  some 
of  these  plans.  At  the  Yawman  and  Erbe  Manufacturing 
Company,  employees  receive  a  war  bonus  as  follows :  All 
employees  earning  $15  or  less  per  week,  15  per  cent; 
over  $15  but  not  over  $20,  123^2  per  cent;  over  $20  but 
not  over  $30,  10  per  cent;  over  $30  but  not  over  $50, 
5  per  cent. 

These  bonuses  are  paid  each  employee  working  the 
full  number  of  regular  hours.  For  a  less  number  of  hours, 
or  not  reporting  on  time  for  work,  deductions  from  the 
bonuses  are  made  as  follow :  For  either  once  late  or  once 
absent  during  any  one  week  the  bonus  percentage  is  re- 
duced by  2  per  cent. 

This  Is  an  Exceptionally  Liberal  Bonus 

For  late  once  and  absent  once  during  any  one  week 
the  bonus  percentage  is  reduced  by  5  per  cent. 

For  either  twice  late  or  twice  absent  during  any  one 
week,  the  bonus  percentage  is  reduced  by  5  per  cent. 
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SAME  BONUSES   PAID   FOR   GOOD  ATTENDANCE   RECORDS 
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For  either  three  times  late  or  three  times  absent  dur- 
ing any  one  week,  the  bonus  percentage  will  be  reduced 
by  10  per  cent. 

For  more  than  either  three  times  late  or  three  times 
absent  during  any  one  week,  the  employee  is  disqualified 
for  bonus  during  that  week. 

Each  day  or  part  of  a  day  absent  figures  the  same 
as  each  occasion  late. 

Employees  who  are  absent,  due  to  injury  received  in 
the  performance  of  their  regular  duties,  do  not  forfeit 
any  portion  of  their  bonus  due  to  such  absence. 

Any  employee  leaving  the  service  of  the  company, 
between  the  dates  when  bonuses  are  payable,  forfeits  any 
bonus  that  may  have  accumulated  during  that  period, 
with  the  exception  that  employees  who  may  have  enlisted 
in  the  army  or  have  been  called  to  the  colors,  will  receive 
their  bonus  on  leaving  the  employ  of  the  company. 

A  Cleveland  concern  is  about  to  institute  a  plan  which 
contemplates  the  division  of  its  organization  into  its  de- 
partmental units.  It  proposes  to  offer  a  day's  wages  per 
month  to  the  employees  of  the  department  obtaining  the 
best  percentage  record  for  attendance. 

Using  Team  Work  as  a  Basis  for  Bonuses 

By  putting  the  competition  on  a  percentage  basis,  op- 
portunity between  the  large  and  small  departments  is 
equalized.  This  concern  under  this  plan  it  not  to  accept 
any  excuses,  but  simply  allows  the  time  cards  to  de- 
termine the  standing.  It  is  the  belief  of  this  organization 
that  the  element  of  team  play  will  bring  satisfactory  re- 
sults. 

With  a  plant  having  many  departments,  it  may  be  said 
by  some  that  the  chances  of  winning  are  so  reduced  for 
the  individual  that  the  plan  may  not  offer  sufficient  in- 
centive to  get  good  results. 

Perhaps  the  plan  having  the  maximum  incentive  for 
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workmen  is  that  in  force  at  the  plant  of  Steel  Equipment 
Corporation. 

There  are  two  plans.  Plan  No.  1  provides  a  bonus  of  5 
per  cent  to  be  paid  every  fourth  week.  The  amount  of 
extra  pay  is  figured  as  follows:  If  the  employee  is  pre- 
sent every  day  and  on  time  during  the  four  weeks  he 
receives  an  extra  amount  equal  to  5  per  cent  of  the  wages 
he  has  earned  during  that  period.  If  he  is  late  or  absent 
only  one  time  during  the  four  weeks  he  receives  extra 
pay  of  4  per  cent.  If  late  or  absent  twice  during  the  four 
weeks  he  receives  extra  pay  of  3  per  cent.  But  he  receives 
no  extra  pay  if  he  is  absent  or  late  three  or  more  times. 
New  employees  participate  in  the  plan  commencing  with 
the  first  new  four  weekly  period  after  their  employment. 
Plan  No.  2  is  an  entirely  extra  reward  and  has  noth- 
ing to  do  with  the  reward  paid  under  the  above  plan.  The 
bonus  covers  a  period  of  twenty-six  weeks.  No  lateness  or 
absence  during  this  period  entitles  the  employee  to  a 
bonus  of  10  per  cent  of  his  entire  earnings  for  the  entire 
period.  For  example:  If  an  employee's  earnings  for  the 
twenty-six  weeks  were  $520  his  extra  pay  or  bonus  would 
amount  to  $52. 

If  the  employee  has  not  been  late  or  absent  more  than 
five  times  during  twenty-six  weeks  he  receives  extra  8 
per  cent  (41.60).  If  not  late  or  absent  more  than  ten  times 
he  receives  5  per  cent  extra  ($26).  If  not  late  or  ab- 
sent more  than  fifteen  times  he  receives  3  per  cent  extra 
($15).  The  bonus  is  paid  thirty  days  after  the  twenty- 
six  weeks  have  expired.  An  employee  discharged  for  any 
cause  does  not  receive  Bonus  No.  2.  This  also  applies  to 
employees  who  leave  of  their  own  accord.  In  cases  of 
death,  all  accumulated  bonuses  are  paid  to  the  family  or 
heirs  of  the  deceased. 

The  maximum  bonus  in  this  particular  case  is  large 
but  it  does  not  seem  so  big  if  it  is  looked  at  as  a  raise  in 
wages,  which  might  come  anyhow;  but  it  is  more  than 
a  simple  wage  increase  as  it  is  conditional  upon  good 


|li: 


294 


FINANCIAL    INCENTIVES    FOR 


attendance.  And  all  attendance  bonuses  that  do  not  im- 
mediately follow  wage  increases  may  be  looked  at  in 
this  same  light. 

The  bonus  for  perfect  time  records  is  5  per  cent  on 
each  pay  period  of  two  weeks  at  the  Robbins  and  Myers 
Company.  Hence  two  weeks'  perfect  attendance,  includ- 
ing promptness,  is  required  in  order  to  bring  the  bonus 
with  the  pay  check.  In  addition  a  graduated  bonus  for 
long  service,  beginning  with  lj/2  per  cent  at  six  months 
and  going  up  to  10  per  cent  operates  toward  keeping 
men  regular  enough  in  attendance  to  hold  their  jobs,  even 
though  they  may  not  be  able  to  get  the  5  per  cent  at- 
tendance bonus  regularly. 

Another  combined  service  and  attendance  bonus  with 
interesting  features  is  that  in  the  brass  shop  of  Findeisen 
and  Kropf  Manufacturing  Company.  Both  men  and  wo- 
men (except  department  heads)  are  paid  a  service  bonus 
of  approximately  lYi  per  cent  of  their  earnings  at  the 
end  of  each  six  months'  period  of  continuous  employ- 
ment. 

The  attendance  bonus  is  different  for  men  and  women 
in  this  company's  employ.  Every  man  employee  who  has 
lost  not  more  than  thirty  hours  of  the  working  time  of 
his  department  during  his  six  months'  service  bonus 
period  also  receives  an  attendance  bonus  of  5  per  cent 
of  his  earnings  during  the  six  months. 

For  women  an  attendance  bonus  of  $1  is  given  for 
each  perfect  two  weeks'  attendance.  The  loss  of  one  hour 
of  working  time  during  the  two-week  period  will  forfeit 
the  bonus. 

At  this  plant  in  case  it  should  be  necessary  to  lay  off 
any  employee  permanently  he  is  paid  full  bonus  up  to  the 
time  of  lay-off.  In  case  of  temporary  lay-off  the  depart- 
ment head  fills  out  a  pass  in  duplicate  specifying  the  date 
and  length  of  time  the  employee  is  to  be  laid  off.  One 
copy  of  this  pass  is  retained  by  the  department  head 
and  one  by  the  employee  which  serves  as  a  proof 
that  this  lost  time  is  not  to  be  considered  an  absence. 
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The  employee's  first  attendance  bonus  period  is  for 
three  months  only.  Subsequent  periods  are  of  six  months' 
duration. 

A  novel  form  of  attendance  bonus  is  that  in  force  at 
the  Clothcraft  Shops  of  the  Joseph  and  Feiss  Company. 
It  is  the  custom  at  this  plant  to  close  down  for  one  week 
each  year.  This  vacation  for  the  employees  is  without  pay, 
but  after  working  for  the  concern  for  a  year  employees  get 
a  bonus  equivalent  to  forty-eight  hours  of  work.  Each 
absence  of  one  day  when  not  covered  by  a  sufficient  ex- 
cuse takes  off  eight  hours  from  the  forty-eight-hour 
bonus. 

At  the  W^estinghouse  Lamp  Company,  where  an  at- 
tendance bonus  is  in  effect,  the  bonus  is  paid  on  a  weekly 
basis.  For  the  salaried  employees  who  are  paid  twice  a 
month  one  late  in  the  fifteenth-day  period  disqualifies 
Ihem  for  50  per  cent  of  the  bonus  and  if  the  late  is  over 
fifteen  minutes  they  are  disqualified  for  the  whole  bonus. 

One  variant  of  attendance  bonuses  is  to  pay  them  in 
thrift  and  war  savings  stamps,  as  is  done  at  the  Queen 
City  Machine  Tool  Company.  This  plan,  besides  assisting 
the  government,  has  the  advantage  of  stimulating  the 
habit  of  saving. 

The  trouble  with  the  individual  bonus  for  attendance 
as  one  executive  sees  it  is  that  in  individual  cases  there 
are  a  great  many  legitimate  excuses  and  the  just  settle- 
ment of  excuses  alone  is  apt  to  be  burdensome.  Further- 
more, It  brings  one  more  point  of  fiction  between  man- 
agement and  employee,  as  this  executive  puts  it. 

Perhaps  it  is  for  this  reason  that  in  many  plants 
hard  and  fast  rules  govern  excuses  so  that  a  man  two 
seconds  late  is  late.  In  most  cases  there  are  certain 
standardized  excuses  or  exceptions  allowed.  For  instance 
most  companies  having  attendance  bonus  plans  make  due 
allowance  for  late  trains  or  a  general  tie-up  in  the  street 
car  service. 
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Record  keeping  of  attendance  probably  pays  even 
though  no  attendance  bonus  is  in  force.  In  fact,  its  value 
in  assisting  in  the  just  handling  of  wage  increases  may 
alone  warrant  the  keeping  of  these  records.  In  the  ques- 
tionnarie  which  formed  the  basis  of  this  article,  with  one 
exception  every  executive  said  that  the  absentee  record 
was  a  prominent  factor  in  determining  upon  individual 
wage  increases.  And,  in  fact,  in  this  exception  mentioned, 
the  writer  said  that  to  a  limited  extent  he  took  the 
absence  record  into  account.  He  added,  "The  nature  of 
work  performed,  and  ability  of  the  worker,  are  naturally 
paramount  in  considerations  of  this  kind  " 

But  even  if  the  records  are  not  taken  into  account  in 
granting  raises,  the  moral  effect  is  good.  If  a  workman 
knows  that  every  absence  is  a  matter  of  record  he  is  less 
likely  to  be  thoughtless  about  taking  days  off.  The  record 
has  value  if  it  is  incorporated  in  letters  of  recommenda- 
tion when  workmen  leave  a  company's  employ,  par- 
ticularly if  the  whole  working  force  appreciates  that  this 
custom  is  being  followed.  One  executive  believes  that 
this  alone  is  a  powerful  incentive  to  have  a  clean  record. 

Why  One  Manager  Doesn't  Believe 
IN  the  Attendance  Bonus 

As  has  been  pointed  out,  the  keeping  of  attendance 
records  does  not  imply  the  necessity  for  an  attendance 
bonus.  In  fact,  one  employment  manager  who  has  an 
exceptionally  complete  attendance  record  feels  that  a 
bonus  is  equivalent  to  bribing  children  to  be  good  by  giv- 
ing them  candy.  He  asks,  "Why  pay  extra  for  what  is  un- 
derstood to  be  in  the  contract  in  the  first  place?" 

Perhaps  the  whole  situation  is  summed  up  by  A.  \V. 
Ross  of  the  labor  and  service  department  of  the  Westing- 
house  Lamp  Company  who  writes,  'The  bonus  scheme 
should  only  be  used  in  plants  where  tardiness  is  a  factor. 
To  institute  a  bonus  scheme  based  on  punctuality  and 
attendance,  in  a  plant  where  there  is  very  little  of  this 
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trouble,  would  very  soon  disorganize  a  well-regulated 
plant.  This  is  based  on  figures  which  we  have  obtained 
from  one  of  our  other  plants,  and  it  can  be  said  that  an 
employee  losing  the  bonus  on  Monday  morning  will  in- 
varial)ly  be  late  again  during  the  week,  knowing  as  he 
does  that  he  has  lost  the  bonus  and  does  not  care  about 
punctuality  thereafter." 
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CHAPTER  X 

BONUSES  FOR  LENGTH  OF  SERVICE 

COST  OF  A  SERVICE  BONUS  PLAN 

General  Motors  Corporation 

The  General  Motors  Corporation  awarded  in  July, 
1921,  to  6,577  of  its  employees  6,332  shares  of  the  7  per 
cent  debenture  stock  and  117,552  shares  of  the  common 
stock  of  the  corporation  as  bonus  for  the  calendar  year 
ending  December  31,  1920. 

The  bonus  plan  was  adopted  in  1918  as  a  solution  of 
the  problem  of  how  employees  of  exceptional  merit  mij^ht 
be  induced  to  remain  with  the  coporation  for  a  period 
of  at  least  five  years.  This  profit-sharing  plan  is  also 
substantial  recognition  of  the  fact  that  in  a  marked  de- 
gree the  success  of  the  corporation  may  be  attributed  to 
the  inventions,  ability,  industry,  service  and  loyalty  of  its 
employees. 


No.  shares 

Years  ended  common 

Dec.  31  awarded 

1920     117,552 

I919     214,659 

I918     261,460 

Grand    Total.  593,671 


No.  employees    No.  shares  No.  employees 
receiving  7%  deb.        receiving 

common  awarded         7%  deb. 


3,210 
1,721 
2,277 

7,208 


6,332 
14,088 


20,420 


3.367 
4J0Q 


8,076 


A  Profit-Sharing  Plan 

Employees,  by  the  operation  of  the  plan,  are  made 
partners  and  part  owners  in  the  business  and  thereby 
encouraged  to  further  efifort  and  initiative.  It  is  the  in- 
tention to  continue  the  plan  year  after  year,  the  right 
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being  reserved,  of  course,  to  modify  or  repeal  the  plan 
at  any  time;  however,  a  bonus  once  granted  an  em- 
ployee cannot  be  recalled  or  modified. 

The  annual  awards  under  the  bonus  plan  are  held 
in  trust  for  the  employee  for  a  period  of  five  years,  but 
during  that  time  dividends  are  paid  direct  to  the  em- 
ployee. The  awards  for  the  three  years  during  which  the 
plan  has  been  in  operation  is  shown  below. 

10  Per  Cent  of  Earnings  Used  as  Fund 
The  corporation  each  year,  after  deducting  from  net 
earnings  6  per  cent  on  the  capital  employed  in  the  bus- 
iness, sets  aside  10  per  cent  of  the  remaining  net  earn- 
ings and  this  amount  of  money  is  placed  in  the  bonus 
fund,  which  is  invested  in  the  common  and  7  per  cent 
debenture  stock  of  the  General  Motors  Corporation.  The 
total  amount  of  money  set  aside  out  of  earnings  in  the 
three  years,  1918,  1919  and  1920,  with  which  to  carry 
out  the  bonus  plan  work  is  in  excess  of  $13,000,000,  and 
this  does  not  include  the  expenditures  of  administration. 

Administration  of   Bonus   Plan 

Bonuses  will  be  awarded  in  either  one  or  more  of  the 
following  classes  : 

1.  "Senior"  bonuses  may  be  granted  in  the  following 
manner : 

The  senior  bonus  list  will  be  selected  from  those 
salaried  employees  receiving  $2,400  per  year  and  upward ; 
provided,  however,  that  to  receive  or  retain  a  senior 
bonus  rating  the  head  of  division  or  other  superior  officer 
must  certify  each  year  that  the  individual  is  one  who  is  a 

high  class  man,  showing,  (or  showing  promise  of)  more  than 
ordinary  abihty  in  an  individnal  or  snpervisory  way,  capable  in 
his  position  and  not  easily  replaceable  should  he  leave  the  cor- 
poration's  employ. 

A  senior  bonus  list  will  be  made  up  of  the  more  im- 
portant salaried  employees,  to  whom  may  be  distributed 
in  accordance  with  provisions  herein  contained  of  not 
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more  than  from  8  per  cent  to  8}^  per  cent  of  the  surplus 
left  from  earnings  after  deducting  6  per  cent  on  the 
capital  invested. 

Recognizing  that  extra  compensation  should  vary  as 
between  individuals,  the  president  and  each  head  of  a 
division  will  at  the  end  of  each  calendar  year  furnish 
a  list  of  his  salaried  employees  coming  within  the  terms 
of  this  section,  classifying  them  into  the  following  groups: 

AA — President's  list,— including  the  heads  of  divisions  and  all 
salaried  employees  not  under  the  direction  of  a  head  of 
a  division;  also  in  extraordinary  cases  other  employees, 
upon  the  recommendation  of  the  heads  of  divisions  and 
with  the  approval  of  the  president,  may  be  transferred  to 
this  class ; 

A — Division  employees  of  the  highest  type,  but  not  necessarily 
of  the  highest  salaries,  and  containing  names  approxi- 
mately aggregating  10  per  cent  of  the  total  salaries  remain- 
ing on  the  division  bonus  list  after  the  elimmation  of  those 
individuals  who  do  not  come  within  the  qualifications 
necessary   for  bonus   distribution. 

B— Division  employees  of  the  next  highest  tjpe  to  the  extent 
of  approximately  15  per  cent  of  the  aggregate  amount  of 
salaries  on   division  bonus  list; 

C— Division  employees  of  the  next  highest  type  to  the  extent 
of  approximately  15  per  cent  of  the  aggregate  amount  of 
salaries  on  division  bonus  list; 

D — Division  employees  of  the  next  highest  type  to  the  extent 
of  approximately  15  per  cent  of  the  aggregate  amount  of 
salaries  on  division  bonus  list; 

E — Division  employees  of  the  next  highest  type  to  the  extent 
of  approximately  20  per  cent  of  the  aggregate  amount  of 
salaries  on  division  bonus  list. 

F— Division  employees  of  the  next  highest  type  to  the  extent 
of  approximately  25  per  cent  of  the  aggregate  amount  of 
salaries  on  division  bonus  list. 

When  all  of  the  names  on  classes,  A,  B,  C,  D,  E,  and  F 
are  in  hand  and  approved  by  the  Bonus  Committee  with 
such  modifications  as  it  may  determine,  the  Finance 
Committee  will  declare  by  resolution  the  rate  of  per- 
centage, as  applied  to  each  employee's  salary,  which  will 
be  allotted  in  stock  to  each  classes  A,  B,  C,  D,  E,  and  F 
and  to  the  individuals  named  in  class  AA. 

2.   "Junior"  bonuses  may  be  awarded  to  all  other  em- 
ployees on  the  recommendation  of  the  head  of  a  division 
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approved  by  the  Bonus  Committee,  the  amount  of  each 
award  not  to  exceed  one-half  of  the  annual  compensa- 
tion of  the  recipient.  Junior  recipients  should  be  em- 
ployees who  are  "intelligent  and  earnest  workers,  cap- 
able in  their  positions  and  not  easily  replaceable  should 
they  leave  the  corporation's  employ." 

(a)  The  amount  available  for  junior  bonuses  shall 
be  distributed  between  divisions  in  the  ratio  that  the  total 
payroll  less  salaries  of  $2,400  and  over  per  annum  in 
each  division  bears  to  the  total  payroll  less  salaries  of 
$2,400  and  over  per  annum  in  the  whole  corporation. 

(b)  The  total  value  of  bonus  stock  which  may  be 
awarded  each  year  as  junior  bonuses  shall  be  approxi- 
mately from  1  Yz  per  cent  to  2  per  cent  of  the  amount  of 
the  earnings  after  deducting  6  per  cent  on  the  amount 
of  capital  employed  in  the  business  of  the  corporation. 

3.  Except  with  the  approval  of  the  president 
no  employee  shall  be  placed  on  the  senior  or  junior 
bonus  list  unless  he  has  been  in  the  employ  of  the  cor- 
poration at  least  one  year. 

4.  "Royalty"  bonuses  may  be  allowed  for  inventions, 
suggestions  or  improvements  which  result  in  an  annual 
monetary  saving  which  can  be  ascertained  with  reason- 
able accuracy,  the  granting  of  which  will  be  entirely 
irrespective  of  the  corporation's  earnings,  each  case  be- 
ing considered  on  its  merits  without  regard  to  depart- 
mental lines  or  limits  as  to  length  of  service. 

The  amount  of  each  royalty  bonus  which  may  be 
allotted  will  be  determined  as  a  percentage  of  the  actual 
value  to  the  corporation  for  the  first  five  years  of  utiliza- 
tion of  an  invention,  idea  or  suggestion.  For  the  purpose 
of  consideration  of  the  following  paragraphs  the  term 
"invention"  wherever  used  will  be  understood  to  refer  to 
an  invention  (whether  patentable  or  not),  idea  or  sug- 
gestion. 

The  minimum  percentage  applied  to  the  value  of  the 
ensuing  five  years'  use  of  the  invention  for  royalty  bonus 
award,  subject  to  the  qualifications  hereinafter  named,  is 
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established  at  7j/2  per  cent  and  the  maximum  at  20  per 
cent,  after  deducting. 

A— The  cost  to  the  corporation  of  the  invention. 

B — Six  per  cent  for  interest  on  the  additional  capital  required 
for   the  invention's   utilization; 

C — Reasonable  amortization  or  depreciation  charge  on  equip- 
ment or  buildings  required. 

It  is  obvious  that  the  proper  recognition  by  royalty 
bonus  awards  is  bound  to  vary  in  different  cases,  de- 
pending on  such  factors  as  the  condition  under  which 
the  invention  was  envolved,  originality  of  conception,  the 
duties  and  opportunities  of  the  recipient,  etc.  An  em- 
ployee paid  to  produce  a  result  will  not  be  entitled  to 
participate  in  the  royalty  bonus,  except  for  extraordinary 
or  exceptional  inventions. 

The  following  percentages  are  suggested  as  meeting 
the  equities  and  are  to  be  observed  as  far  as  possible : 

Per  cent 
Base  per  cent  to  be  allowed  on  invention I2j^ 

Additions 

For  great  originality   2j^ 

When  corporations  will  presumably  enjoy  exclusive  use.  .  2j/i 
When   an   invention   is  outside  of   the  usual   duty  of   the 

beneficiary    2j/4 

Deductions 

When    an    employee    applies    a    well-known    principle    or 

practice    2^2 

When  an  employee  is  specifically  employed  to  accomplish 

the  result  awarded   2y2 

Further  Limitations 

The  total  award  to  date  when  allotting  a  royalty 
bonus  to  a  single  individual  shall  be  at  a  maximum  of 
20  per  cent  up  to  $50,000;  not  exceeding  10  per 
cent  between  $50,000  and  $100,000;  not  exceed- 
ing 5  per  cent  up  to  $200,000,  which  shall  be  the  largest 
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amount  allotted  to  any  one  individual  for  a  single  inven- 
tion. 

Awards  royalty  bonuses  shall  be  made  in  three  parts : 

1st — There  shall  be  awarded  for  the  first  year  of  the  commer- 
cial use  (based  upon  an  actual  service  of  at  least  six  months) 
of  an  invention  one-fifth  of  the  then  estimated  total  award, 
i.e.,  from  iJ/1  as  a  minimum  to  4  per  cent  as  a  maximum 
of  the  estimated  net  saving  to  be  realized  by  the  corpora- 
tion in  the  first  five  years  of  the  utilization  of  the  inven- 
tion; 

2nd — To  be  awarded  two  years  after  the  first  part  and  to  amount 
to  the  difference  between  the  first  award  and  the  net  sav- 
ing for  the  first  two  years  at  the  rate  established  at  the 
time  of  the  first  award;  plus  one-fifth  of  the  estimated 
saving  for  the  third  year, 

3rd — To  be  awarded  at  the  end  of  the  first  five  years  of  the 
utilization  of  an  invention  and  to  consist  of  the  balance 
of  the  net  saving  during  five  years  at  the  rate  established 
at  the  time  of  the  first  award. 


In  case  of  difficulty  arising  in  the  computing  of  the 
actual  value  in  any  case,  a  first  or  second  and  a  final 
award  may  be  made  in  the  discretion  of  the  Bonus  Com- 
mittee. 

5.  Recommendations  for  junior  and  royalty  bonuses 
shall  be  made  as  follows : 

A—President's  list — By  the  president  for  the  consideration 
and  final  action  by  the  Finance  Committee  in  the  case  of  heads 
of  divisions  and  all  salaried  employees  not  under  the  jurisdiction 
of  the  head  of  a  division,  and  individuals  transferred  to  this 
class  upon  the  recommendation  of  the  head  of  a  division  with 
the  approval  of  the  president. 

B— Division  lists — By  the  heads  of  divisions  to  the  Bonus 
Committee  for  final  action  in  the  case  of  employees  recom- 
mended, with  the  same  character  of  duties  of  each  employee 
recommended,  the  amount  of  bonus,  the  reasons  therefore,  and 
the   name  of  officials  approving  same. 

6.  Beneficiaries  retired  on  a  pension  (should  such  a 
system  be  in  effect)  shall  not  forfeit  any  rights  with  re- 
spect to  bonuses  awarded. 

7.  After  the  annual  meeting  of  stockholders  in  each 
year  the  president  shall  appoint  a  Bonus  Committee,  of 
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which  he  shall  be  ex-ofticio,  a  member,  which  committee 
shall  be  authorized  and  empowered  to  approve  the  senior 
bonus  list  iX)sitions,  the  junior  bonus  list  and  royalty 
bonus  list,  to  make  recommendations  for  bonuses,  and 
to  grant  bonuses  in  all  junior  and  royalty  bonus  cases. 

<S.  In  determining  the  number  of  shares  in  the  bonus 
awards  fractions  of  one-half  or  over  shall  be  granted 
as  a  full  share  and  less  than  one-half  disregarded. 

9.  If  it  should  become  necessary,  owning  to  business 
conditions,  to  temporarily  release  a  number  of  employees, 
who,  had  they  remained  in  the  service  of  the  corporation, 
would  have  been  entitled  to  bonus  awards  and  who  it  is 
expected  will  be  re-instated  within  a  reasonable  period, 
that  such  employees  may  be  recommended  for  bonus 
awards  either  senior  or  junior,  covering  the  year  in  which 
they  were  released.  These  recommendations  will  be  car- 
ried on  a  "reserve  Hst,"  until  such  time  fnot  exceeding 
one  year  from  the  date  of  employee's  release)  as  it  is 
definitely  decided  whether  or  not  employee  will  be  re- 
instated. 


COMPANY  STOCK  AS  A  SERVICF.  BONUS 

M.  LowENSTEiN  &  Sons,  Inc., 
New  York  City 

One  hundred  thousand  dollars  of  first  preferred 
stock  of  M.  Lowenstein  &  sons,  Inc.,  New  York  City, 
converters  and  manufacturers  of  cotton  goods,  bearing 
dividends  at  the  rate  of  7  per  cent  a  year,  payable  quar- 
terly, were  allotted  on  July  1st,  1920,  to  employees  having 
three  years'  continuous  service  and  others  who,  in  the 
judgment  of  the  company,  merited  reward. 

This  stock  was  deposited  with  the  company's  council, 
a  trust  for  the  benefit  of  employees  within  the  class  of 
July  1st,  1920.  The  idea  was  to  give  each  participant  a 
personal  incentive  "to  continue  the  efficiency  and  loyalty 
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which  the  company  appreciates  and  seeks  to  retain."  The 
plan  is  as  follows  : 

• 

If  the  participant  contimics  with  the  company  until  October 
1st,  1922,  the  allotted  stock  will  then  be  delivered  and  become 
the  absolute  property  of  the  participant.  In  the  meantime,  the 
dividends  declared  from  time  to  time  will  be  paid  quarterly,  as 
the  absolute  property  of  the  participant.  The  first  dividend  will 
be  paid  September  ist,  1920. 

If  any  participant  should  die  before  October  ist,  1922  (being 
then  in  the  company's  service),  the  allotted  shares  of  the  deceased 
participant  will  be  immediately  delivered  to  the  appointed  bene- 
ficiary. 

If  any  female  participant  shall  marry  before  October  ist, 
1922  (being  then  in  the  company's  service),  the  allotted  shares 
of  said  participant  will   immediately  be  delivered  to  her. 

If  any  participant's  connection  with  the  company  shall  be 
severed  before  October  ist,  1922,  such  participant's  interest 
shall  immediately  cease  and  endure  (in  proportion  to  their 
several  holdings),  to  the  benefit  of  the  participants  of  July  ist, 
1920,   who   remain   with  the   company  until   October   1st,    1922. 

In  determining  the  amount  to  be  allotted  to  each  participant 

the  officers   took  into  consideration,   length  of  service,  position, 

advancement    during    service    with    companv ;    abilitv,    efficiencv, 

salary  and  effort  exerted  to  create  success  and   benefit   for  the 

,    company. 


A  SERVICE  BONUS  AS  A  PRODUCTION 

INCENTIVE 

Braender  Rubber  and  Tire  Company, 
Rutherford,  N.J. 

After  consideration  of  many  plans  for  suitably  re- 
warding employees  who  have  continued  in  the  service 
for  a  year  or  longer,  the  Braender  Rubber  and  Tire  Co. 
adopted  a  plan  described  below.  The  announcement  to 
employees  posted  throughout  the  factory  contained  the 
following  statement: 

In  placing  the  length  of  service  plan  in  operation,  the 
company  shall  expect  the  cooperation  of  all  employees  to 
insure  its  success  and  continuance  so  that  next  year  and 
the  years  to  follow  the  skill  and  loyalty  that  the  company 
are  capitalizing  shall  bring  results  in  increased  produc- 
tion and  a  lower  proportionate  operating  expense. 
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You  all  know  that  as  the  cost  of  Uving  has  advanced, 
the  company  have  increased  wages  and  time-rates,  and 
while  this  has  been  going  on,  all  materials  that  enter  into 
the  manufacture  of  our  goods  have  advanced  in  price 
which  is  some  instances  amount  to  more  than  300  per 
cent,  yet  the  company  are  not  receiving  any  more  money 
for  their  product. 

Here  then  is  where  the  company  hope  to  recover  for 
their  outlay  of  the  rewards  for  skill  and  loyalty. 

Volume  of  Production 

Each  employee  to  bring  every  effort  toward  increasing 
their  output;  each  day's  work  showing  an  advance  over 
the  previous  day,  so  that  every  person's  record  for  the 
week  will  be  an  improvement  over  the  one  before.  Every 
one  in  this  establishment  can  contribute  toward  this  re- 
sult, no  matter  what  class  of  work  they  may  be  engaged 
in.  Those  working  on  calendar,  mill,  compounding,  bead, 
press,  inspection,  wrapping,  shipping,  tire-making,  heater, 
tube  operations,  office,  sales,  and  in  fact  every  unit  in 
the  entire  organization  can  add  something  toward  vol- 
ume of  production.  Bear  this  important  fact  in  mind: 
that  a  large  production  costs  less  in  proportion  than  a 
small  production,  and  if  we  can  increase  our  output  to 
the  extent  of  each  person  doing  his  utmost,  there  will  un- 
doubtedly be  justification  for  the  company's  outlay  in 
their  rewards  for  skill  and  loyalty  and  lower  cost  of 
production. 

Decreased  Operating  Expense 

Those  operating  machines  can  add  to  or  lower  operat- 
ing cost  according  to  their  skill  or  lack  of  that  quality. 
A  careful  and  conscientious  worker  will  run  his  ma- 
chine as  if  it  had  been  purchased  by  himself;  he  will 
avoid  strain  that  would  rip  out  gears,  he  knows  when 
and  how  to  favor  it  to  get  the  best  results  and  in 
studying  these  things  he  is  keeping  down  the 
maintenance  cost.  The  one  who  does  not  fol- 
low this  course  is  doing  something  to  defeat  the  aims 
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of  the  careful  and  conscientious  person  and  therefore  is 
blocking  the  company's  efforts  to  reward  skill  and  loyalty. 
Any  saving  that  can  be  established  in  any  direction  will 
help  to  make  the  new  plan  a  success.  All  this  is  worth 
your  deepest  study  and  means  dollars  to  you  as  well  as 
to  the  company. 

Percentage  Schedule  for  1919 

One  year,  2J/2  per  cent ;  2  years,  3>^  per  cent ;  3  years, 

5  per  cent;  4  years,  7^  per  cent;  5  years,  10  per  cent; 

6  years,  11  per  cent;  7  years,  12  per  cent;  8  years,  13 
per  cent;  9  years,  14  per  cent;  10  years,  15  per  cent. 

The  above  percentages  will  be  paid  January  15,  1920, 
on  the  amounts  you  have  received  during  the  fifty-two 
weeks  covering  above  period. 

This  is  based  upon  continuous  service  and  not  inter- 
mittent, with  the  exception  of  those  entering  the  service 
of  the  United  States  Government  for  military  duty,  also 
disability  and  sickness,  in  which  event  the  elapsed  time 
shall  not  count. 

If  at  any  time  you  remain  away  on  account  of  dis- 
abiHty  or  sickness,  it  will  be  necessary  for  you  to  notify 
the  office  by  mail,  in  order  to  continue  your  benefits. 

This  plan  is  subject  to  change,  revision  or  cancel- 
lation by  the  company  and  is  not  to  be  construed  as  a 
contract,  but  the  company  hopes  to  continue  it  inde- 
finitely, which,  however,  will  depend  upon  the  coopera- 
tion of  the  employees. 

LENGTH  AND  CHARACTER  OF  SERVICE 
DETERMINES  BONUS 

A  "Credit  System"  of  Wage  Payment  ^ 
Chicago  Motor  Bus  Company 

A  novel  system  of  wage  payments  has  been  adopted 
by   the    Chicago    Motor    Bus    Company,   whereby   each 

»  From    Electric    Railway   Journal.      51:89-90.      January    12,    1918. 
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employee's  earnings  are  dependent  upon  a  "rating"  that  is 
established  by  the  length  and  the  character  of  his  ser- 
vices. The  new  plan,  which  has  been  called  the  "credit 
system"  by  its  originator,  Harold  B.  Weaver,  vice-presi- 
dent of  the  company,  applies  to  all  drivers,  conductors, 
starters,  inspectors  and  others  occupying  comparable  posi- 
tions. Its  application  is  effected  by  means  of  "credits" 
which  are  given  for  each  month's  service  and  entered 
upon  each  employee's  record,  certain  "discounts"  being 
deducted  from  the  total  in  case  the  employee  violates 
rules  of  the  company.  Older  employees  who,  by  their 
long  service  have  acquired  a  very  large  total  number  of 
credits,  participate  to  a  certain  extent  in  the  company's 
earnings  through  "employees'  dividends,"  these  being 
declared  as  a  percentage  of  the  employees'  annual  earn- 
ings at  the  same  percentage  rate  as  is  paid  upon  the  com- 
pany's stock. 

Credits  and  Discounts 

There  are  three  kinds  of  credits,  as  follows:  regu- 
lar credits,  which  are  given  for  one  month's  service ;  ex- 
tra credits,  which  are  given  for  continued  perfect  ser- 
vice; bonus  credits,  which  may  be  given  in  the  discre- 
tion of  the  company  for  extraordinary  services  or  on  a 
competitive  basis  under  prescribed  conditions. 

Regular  credits  are  given  at  the  rate  of  twenty-five 
for  each  month  that  an  employee  remains  in  the  com- 
pany's service,  regardless  of  his  capacity.  Extra  cred- 
its are  given  after  any  three  consecutive  calendar  months 
of  perfect  service,  that  is  to  say,  three  calendar  months 
during  which  no  discounts  have  been  imposed.  Such 
employees  receive  five  extra  credits  per  month  from  the 
fourth  to  the  ninth  month  (inclusive)  of  continued  per- 
fect service,  and  thereafter  are  given  ten  extra  credits 
from  the  tenth  to  the  twenty-first  month  (inclusive) 
subsequently  being  given  fifteen  extra  credits  per  month 
so  long  as  perfect  service  is  continued.  Bonus  credits 
may  be  given  at  any  time  for  extraordinary  services  or 
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unusually  efficient  work,  upon  the  recommendation  of  a 
superior  officer  and  with  the  approval  of  a  board  of  em- 
ployees of  the  same  rank  as  the  recipient. 

In  the  case  of  violation  of  any  of  the  rules,  there 
shall  be  charged  to  the  record  of  an  employee  a  number 
of  discounts  ranging  from  one  to  fifty,  according  to  a 
printed  schedule  of  discounts.  These  discounts  are  im- 
posed only  by  the  heads  of  departments  or  general  com- 
pany officers,  and  their  application  cannot  be  remitted 
in  case  infractions  of  disci i)line  have  actually  taken 
place.  Neither  can  there  be  imposed  any  greater  num- 
ber of  discounts  than  fifty  for  any  particular  offense. 

The  record  of  each  employee's  credits  and  discounts 
are  kept  by  the  company,  and  each  employee  has  the 
right  of  access  at  any  time  to  his  own  record,  but  not 
to  the  record  of  any  other  employee.  The  total  number 
of  credits  obtained  from  all  sources  and  total  number 
of  discounts  imposed  for  all  reasons  are  totaled  at  the 
end  of  each  calendar  month,  and  the  total  number  of 
discounts  substracted  from  the  total  number  of  credits. 
The  balance  of  credits  represents  the  "rating"  of  each 
employee,  and  this  rating  is  used  as  the  means  for 
determining  his  rate  of  wage  and,  subject  to  certain  con- 
ditions, his  right  of  preference  as  to  work  and  promo- 
tion. 

W^henever  discounts  are  charged  against  the  record 
of  an  employee,  written  notification  is  submitted  to  him, 
and  in  the  event  that  an  employee  believes  a  charge  of 
discount  to  be  unjust  or  otherwise  in  error,  he  has  the 
right  of  appeal  by  signing  his  name  in  the  space  pro- 
vided on  the  notification  for  that  purpose.  Such  ap- 
peals are  heard  before  a  board  appointed  by  the  presi- 
dent of  the  company  from  among  officials  equal  or  supe- 
rior in  rank  to  the  one  imposing  the  discount.  Wit- 
nesses in  such  hearings  may  be  called  by  either  side, 
and  these  are  paid  their  regular  rate  of  wage  for  the 
time  thus  occupied. 
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Effect  of  Discontinuance  of  Service 


In  the  event  that  an  employee  resigns  or  is  laid  off 
through  reduction  of  force,  or  if  for  any  other  reason 
not  reflecting  upon  his  record  he  leaves  the  service  of 
the  company,  he  is  given  a  certificate  of  honorable  dis- 
charge which  shows  his  rating  at  the  time.  If  he 
again  enters  the  service  of  the  company  he  starts  to 
work  with  all  of  the  credits  that  he  possessed  at  the 
time  he  left  the  service  and  is  entitled  to  whatever  rate 
of  compensation  this  rating  brings. 

In  the  event  that  an  employee  again  enters  the  ser- 
vice of  the  company  after  he  has  been  discharged  for 
cause,  he  has  to  start  on  his  duties  without  any  credit 
whatsoever.  Dishonorable  discharge  is  brought  about 
by  a  failure  to  perform  work  assigned  to  an  employee, 
thus  automatically  forfeiting  all  credit  acquired  up  to 
that  time.  Discharge  is  also  brought  about  by  the  estab- 
lishment, on  an  employee's  record  at  the  end  of  his  first 
two  months  of  service,  of  more  discounts  than  credits. 
Also,  any  employee  who  has  been  with  the  company 
for  a  period  in  excess  of  four  months  and  who  for  any 
period  of  three  consecutive  months  averages  less  than 
fifteen  credits  per  month,  or  for  any  period  of  six  con- 
secutive months  averages  less  than  eighteen  credits 
per  month,  or  for  any  period  of  one  year  averages  less 
than  twenty  credits  per  month,  is  subject  to  discharge. 

Demotion  without  discharge  may  be  applied  at  the 
discretion  of  the  company,  but  such  demotions  do  not 
effect  an  employee's  rating  nor  do  they  suspend  his  right 
to  extra  credits. 

Credits  continue  to  accrue  to  the  benefit  of  an  em- 
ployee while  on  a  regular  vacation,  but  in  case  an  em- 
ployee obtains  an  extended  leave  of  absence  from  work 
the  accumulation  of  regular  credits  during  the  period 
of  absence  is  in  the  discretion  of  the  company,  and  extra 
credits  for  continuous  good  service  do  not  accumulate. 
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In  the  schedule  of  wages  seven  different  classes  are 
provided  for,  these  differing  from  each  other  by  incre- 
ments of  1  cent  per  hour,  each  class  including  employees 
whose  ratings,  or  net  total  of  credits  for  each  month 
have  upper  limits  amounting  respectively  to  150,  300, 
450,  600,  900,  1200  and  1500.  The  rates  of  wage  apply- 
ing to  each  one  of  these  classes  are  more  or  less  arbi- 
trarily fixed  and  may  be  revised  from  time  to  time,  the 
operation  of  the  system  being  independent  of  the  actual 
rates  of  pay  by  the  various  classes.  Thus  if  the  rate 
of  wage  for  conductors  in  Class  G  (the  lowest  of  the 
seven  classes)  is  26  cents,  all  conductors  with  ratings  of 
less  than  150  will  get  26  cents  per  hour.  When  a 
conductor  accumulates  more  than  150  credits  he  moves 
up  into  Class  F  and  is  paid  27  cents  per  hour. 

For  employees  having  ratings  that  are  in  excess  of 
fifteen  hundred  credits,  there  are  provided  five  grades, 
and  these  employees,  in  addition  to  class  A  wages, 
participate  in  the  company's  earnings  through  an  "em- 
ployees' dividend."  This  is  declared  at  a  rate  which,  if 
possible,  is  to  be  equal  to  the  dividend  declared  on  the 
stock  of  the  company  for  the  same  period,  but  in  no  case 
is  the  employees*  dividend  to  be  less  than  at  the  rate  of 
3  per  cent  per  annum.  This  dividend  is  to  be  based  on 
the  total  amount  of  money  paid  during  the  period  in- 
volved, as  wages  to  each  of  the  employees  participating  in 
the  dividend. 

All  employees  in  the  five  grades  that  have,  during  the 
period  covered,  earned  an  average  of  not  less  than 
twenty  credits  per  month  are  to  be  entitled  to  partici- 
pate in  this  dividend.  Each  of  those  in  the  lowest 
grade  is  entitled  to  an  amount  equal  to  the  declared 
percentage  applied  to  his  total  earnings  during  the 
period  covered.  For  each  employee  in  the  next  higher 
grade,  the  amount  of  the  dividend  is  based  on  the  same 
percentage  as  in  the  lowest  grade,  but  this  percentage 
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is  applied  to  twice  his  total  earnings  during  the  period 
covered.  For  the  three  higher  grades  the  amount  is 
based  respectively  on  three  times,  four  times  and  five 
times  the  employees'  total  earnings  during  the  period 
covered.  Thus,  if  employees'  dividend  is  6  per  cent,  the 
employees  in  the  highest  grade  receive  bonuses  equal  to 
30  per  cent  of  their  earnings  during  the  previous  year. 
In  general,  it  may  be  said  that  this  system  permits 
employees  to  enjoy  an  income  which  increases  over  a 
long  period  of  time  and  is  an  inducement  for  them  to 
remain  in  the  service  of  the  company.  Long  service 
not  only  produces  individually  efficient  work,  but  also 
efficiency  of  the  all-important  character  that  cooperates 
with  other  members  of  the  organization  and  is  thus  of 
special  value  to  the  company.  The  company  recognizes 
that  each  employee  who  remains  in  its  service  has,  in  a 
sense,  an  investment  value  in  the  company.  This  is 
the  investment  of  years  of  service  which,  except  for 
general  experience  gleaned,  is  of  no  value  to  him  in  the 
service  of  another  company.  Naturally,  such  a  princi- 
ple points  to  an  eventual  participation  in  earnings  by 
employees,  but  inasmuch  as  it  is  continuous  service  that 
is  of  value  to  the  company,  and  since  it  is  continuous 
service  alone  that  is  an  investment  by  the  employee, 
any  participation  must  be  purchased  not  with  money  but 
with  time.  In  brief,  the  right  to  participate  in  earnings 
does  not  accrue  to  an  employee  who  has  not  earned  this 
privilege  by  a  certain  length  and  character  of  service. 

SERVICE  AND  SALARY  DETERMINE  BONUS 

White  Sewing  Machine  Company 
Cleveland,  Ohio 

For  continuous  service  of  five  years  or  more,  10  per 
cent  in  addition  to  regular  wages. 

For  continuous  service  of  four  to  five  years,  8  per 
cent  in  addition  to  regular  wages. 
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For  continuous  service  of  three  to  four  years,  7  per 
cent  in  addition  to  regular  wages. 

F'or  continuous  strvice  of  two  to  three  years,  6  per 
cent  in  addition  to  regular  wages. 

For  continuous  service  of  one  to  two  years,  5  per 
cent  in  addition  to  regular  wages. 

For  continuous  service  of  six  months  to  one  year,  4 
per  cent  in  addition  to  regular  wages. 

Rules  Governing  Payment 

1.  Bonuses  or  extra  wages  will  be  paid  four  times 
per  year.  The  year  will  be  divided  into  four  parts,  to  be 
called  bonus  periods.  These  bonus  periods  will  end  with 
the  last  regular  pay  in  March,  June,  September  and 
December. 

2.  The  amount  of  bonus  for  every  employee  will  be 
figured  on  the  total  regular  wages  he  has  earned  during 
each  bonus  period. 

3.  No  bonus  will  be  paid  for  less  than  a  whole  period. 

4.  Lump  sum  payments  of  bonus  money  will  be  made 
on  the  second  Wednesday  following  the  end  of  a  bonus 
period. 

5.  Every  factory  day-  and  piece-worker  who  has 
been  continuously  in  the  service  of  the  company  for  five 
years  or  more  at  the  end  of  a  bonus  period  will  be  paid 
a  sum  equal  to  10  per  cent  of  the  total  regular  wages  he 
has  received  during  that  bonus  period. 

6.  Every  factory  day-  and  piece-worker  who  has 
been  continuously  in  the  service  of  the  company  at  the  end 
of  a  bonus  period  of  four  year  but  less  than  five  years, 
will  be  paid  a  sum  equal  to  8  per  cent  of  the  regular 
wages  he  has  received  during  that  bonus  period. 

7.  Every  factory  day-  and  piece-worker  who  has 
been  continuously  in  the  service  of  the  company  at  the 
end  of  a  bonus  period  for  three  years  but  less  than 
four  years,  will  be  paid  a  sum  equal  to  7  per  cent  of 
the  total  regular  wages  he  has  received  during  that 
bonus  period. 
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8.  Every  factory  day-  and  piece-worker  who  ha^ 
been  continuously  in  the  service  of  the  company  at  the 
end  of  a  bonus  period  for  two  years  but  less  than  three 
years,  will  be  paid  a  sum  equal  to  6  per  cent  of  the  total 
regular  wages  he  has  received  during  that  bonus  period. 

9.  Every  factory  day-  and  piece-worker  who  has 
been  continuously  in  the  service  of  the  company  at  the 
end  of  a  bonus  period  for  one  year  but  less  than  two 
years,  will  be  paid  a  sum  equal  to  5  per  cent  of  the  total 
regular  wages  he  has  received  during  that  bonus  period. 

10.  Every  factory  day-  and  piece-worker  who  has 
been  continuously  in  the  service  of  the  company  at  the 
end  of  a  bonus  period  for  six  months  but  less  than  one 
years,  will  be  paid  a  sum  equal  to  4  per  cent  of  the  total 
regular  wages  he  has  received  during  that  bonus  period. 

11.  In  the  future  an  employee  laid  off  because  of 
lack  of  work  will  be  paid  immediately  a  bonus  on  the 
wages  he  has  received  since  the  last  bonus  settlement,  on 
the  same  terms  as  if  he  had  completed  the  bonus  period. 
If  employed  again  within  a  year  from  date  of  lay-off  he 
will  be  given  full  credit  for  length  of  former  service. 

12.  An  employee  who  leaves  of  his  own  accord,  or 
an  employee  who  is  discharged  for  cause,  will  not  be 
paid  any  bonus  on  the  wages  he  has  earned  since  the 
last  bonus  settlement.  If  again  employed  he  will  not  be 
given  credit  for  former  service. 

13.  Loss  of  time  by  reason  of  sickness  or  accident 
will  not  be  considered  as  an  interruption  of  service. 

2.  Vesta  Accumulator  Company, 
Chicago 

The  experience  of  this  company  in  establishing  its 
plan  will  be  of  value  to  readers.  The  first  attempt  of  the 
company  consisted  of  paying  to  each  employee,  as  a 
Christmas  gift,  a  fixed  sum,  regardless  of  length  of  ser- 
vice or  wages  earned,  the  amount  so  paid  being  gov- 
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erned  l)y  the  amount  of  net  earnings  of  the  company  dur- 
ing the  year.  This  was  unsatisfactory  for  several  rea- 
sons, and  in  one  instance,  when  the  net  earnings  were 
quite  small,  the  amount  allotted  to  each  employee  was 
so  slight  that  it  was  received  with  more  or  less  open  con- 
tempt. 

The  company  next  instituted  a  method  of  distribu- 
tion based  on  length  of  service,  dividing  the  same  into 
three  period — i.e.  over  three  months  and  less  than  six; 
over  six  months  and  less  than  a  year;  and  over  a  year. 
This  was  a  step  in  the  right  direction,  but  was  still  faulty 
in  that  it  did  not  differentiate  between  the  high  salaried 
employee  and  the  day  laborer. 

The  plan  was  then  devised  of  distributing  the  bonuses 
based  upon  length  of  service  and  total  amount  wages 
received  during  the  year,  working  it  out  in  the  following 
manner : 

Less  than  one  year's  service.  i  per  cent  of  total  yearly  wages 

One    to    two    years'    service.  2  per  cent  of  total  yearly  wages 

Two  to  three  years'  service.  3  per  cent  of  total  yearly  wages 

Three  to  four  years'  service.  4  per  cent  of  total  yearly  wages 

Four   to    five   years'    service.  5  per  cent  of  total  yearly  wages 

Five    to    six    years'    service.  6  per  cent  of  total  yearly  wages 

Six  to  seven  years'   service.  7  per  cent  of  total  yearly  wages 

Seven  to  eight  years'  service.  8  per  cent  of  total  yearly  wages 

Eight  to  nine  years'  service.  9  per  cent  of  total  yearly  wages 

Over     nine     years'     service.  10  per  cent  of  total  yearly  wages 

3.  New  England  Machine  Shop 

A  machine  shop  in  one  of  the  New  England  states 

pays  the  following  bonuses  to  employees  for  service  and 

for  "loyalty  rendered  the  company". 

Per  cent  of  wages 

Service  of  one  year  and  under        4  per  cent 

One  vear  and  under  three  6  per  cent 

Three  years  and  under  five  8  per  cent 

Five  years  and  over  10  per  cent 

These  percentages  are  computed  on  total  wages  or 
salaries  earned  for  the  period  of  one  year. 


3i6 


FINANCIAL    INCENTIVES    FOR 


4.  Brighton  Mills,  Passaic,  N.  J. 


The  following  pl?n  of  the  Brighton  Mills,  I'assaic, 
N.J.,  which  employs  about  eighteen  hundred. 

The  ''annual  continuous  service  reward"  follows: 


First  year   . . 
Second  year 
Third    year 
Fourth  year 
Fifth   year    . 


5  per  cent 

8  per  cent 

9  per  cent 

10  per  cent 

11  per  cent 


Sixth   year    . 
Seventh  year 
Eight  year   . , 
Ninth  year   . 
Tenth  year   . 


12  per  cent 

13  per  cent 

14  per  cent 

15  per  cent 
10  per  cent 


Mills  payroll  at  the  end  of  each  year  of  continuous  service,  com- 
mencing with  the  first  year. 

Service  Button 

In  addition  to  this  a  celluloid  button  will  be  given  to  those 
who  have  been  in  service  one  year. 

A  bronze  button  will  be  given  to  those  who  have  been  in  the 
service  from  two  to  five  years. 

A  silver  button  will  be  given  to  those  who  have  been  in  the 
service  from  five  to  ten  years,  and  a  gold  button  will  be  given 
to  those  who  have  been  in  the  service  ten  years  or  more," 

Executives  are  paid  commissions  based  on  earnings 
of  the  company. 

5.    International  Silver  Company, 
Meriden,  Connecticut 

The  followring  plan  covers  the  four  thousand  em- 
ployed in  the  fifteen  plants  of  the  International  Silver 
Company,  Meriden,  Connecticut.  All  employees  who 
have  been  with  the  company  five  years  or  more,  except 
salaried  workers  are  included.  The  bonus  is  paid  an- 
nually and  consists  of  5  per  cent  of  the  yearly  earnings 
of  the  company.  Foremen  as  well  as  salaried  workers  are 
not  included  in  the  plan  which  replaces  the  previous  at- 
tendance bonus  to  which  foremen  were  eligible.  The 
new  plan  was  established  December  15,  1921. 

6.  Alexander  Smith  and  Sons, 
yonkers,  n.  y. 

Since  1921  this  company  has  given  its  employees  a 
bonus  of  a  percentage  of  their  earnings  for  a  six  months' 
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period.  The  percentage  is  changed  from  time  to  time, 
the  usual  being  5  per  cent  for  one  year,  6  for  two  years, 
and  so  on  up  to  15  per  cent  for  eleven  years  and  over. 

For  the  six  month  period  ending  December  31,  pay- 
ment is  made  on  the  following  February  1,  and  for  the 
six  month  period  ending  June  30,  payment  is  made  on 
the  following  August  1. 

7.  A  Middle  West  Manufacturing  Concern 

The  plan  of  this  company  provides  the  following 
bonuses  based  on  amount  of  wages : 

Service   of    one    year   and   under 4  per  cent 

One  year  and   under   three 6  per  cent 

Three   years   and   under   five 8  per  cent 

Five  years   and   over 10  per  cent 

8.    General  Electric  Company, 
West  Lynn,  Massachusetts 

After  continuous  service  of  five  years  employees  re- 
ceive a  semi-annual  bonus  at  the  rate  of  5  per  cent  per 
annum  on  their  actual  earnings.  This  is  not  per- 
manent, but  is  determined  each  six  months  by  the  officers 
of  the  company  depending  on  conditions  of  business.  So 
far  it  has  been  paid  each  half  year  since  about  1915. 

9.     Hercules    Powder    Company, 
Wilmington,  Delaware 

The  plan  is  called  a  "merit  bonus  plan"  and  makes 
the  following  provisions : 

After  two  years'  service  5  per  cent  of  average  monthly 
earnings. 

After  five  years'  service  10  per  cent  of  average  monthly 
earnings. 

After  fifteen  years'  service  20  per  cent  of  average  monthly 
earnings. 

10.     Fourth  National  Bank,  Atlanta,  Georgia 

This  bank,  in  1920,  paid  a  bonus  of  6  per  cent  of 
annual   salaries   to   employees  of   less   than   one   year's 
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service,  7  per  cent  to  those  of  one  year,  and  so  on  up  to 
14  per  cent  for  eight  years.     Officers  received  25  per 

cent. 

In  1921  this  scale  was  changed  to  4  per  cent  for  those 
of  less  than  one  year's  service,  up  to  10  per  cent  for  six 
3^ears,  and  10  per  cent  for  officers. 


SERVICE,     SALARY    AND    COMMON     STOCK 
DIVIDEND  RATE  DETERMINE  BONUS 

A  Large  Manufacturing  ConceRxN 

A  prominent  manufacturing  concern  which  employs 
between  five  hundred  and  one  thousand  has  the  following 
plan  which  has  been  in  successful  operation  since  1917. 
•This  plan,"  says  the  company,  "is  intended  to  secure 
intensified  cooperation  and  better  services  through  a  re- 
lationship which  though  conditional  upon  personal  merit, 
loyalty  and  length  of  service  rather  than  upon  the  earn- 
ings of  the  company,  resembles  somewhat  a  copartner- 
ship between  the  stockholders  and  employees." 

The  amount  of  compensation  payable  is  dependent 
upon  length  of  service,  regular  annual  salary  and  the 
rate  of  dividends  paid  upon  the  common  stock  of  the 
company  and  is  payable  on  the  quarterly  dividend  dates. 

A  committee  consisting  of  the  assistant  secretary  of 
the  company,  the  superintendent,  and  the  office  manager 
were  appointed  by  the  president  to  handle  administra- 
tive questions  concerning  the  operation  of  the  plan. 

Regulations 

1.  Under  the  plan  the  employee's  regular  annual 
salary  after  the  first  year  of  employment  is  considered 
capital  on  which  the  additional  compensation  is  based. 

2.  The  qualifications  under  the  plan  are : 

(1)     The  employee  must  render    loyal  and    ef- 
ficient service. 


EMPLOYEES   AND   EXECUTIVES 


319 


(2)  The  plan  applies  to  all  employees  who  are 
on  a  salary  basis,  but  excludes  all  who 
participate  in  any  commission,  piece-work 
or  task  and  bonus  basis. 

(3)  The  employee  must  have  been  con- 
tinuously in  the  direct  employ  of  Pyrene 
Manufacturing  Company  for  at  least  one 
year  on  a  salary  basis,  and  must  also  have 
been  on  a  salary  basis  during  the  whole 
period  for  which  the  additional  compensa- 
tion is  paid. 

3.  For  the  purpose  of  the  plan  the  extent  to  which 
the  employee's  salary  is  considered  as  capital,  in  other 
words  his  "capitalization,"  shall  be  the  amount  of  his 
annual  salary  rate  which  is  in  effect  on  his  "anniver- 
sary date,"  that  is,  the  quarterly  dividend  date  follow- 
ing his  last  full  year  of  employment. 


Example  A. 


John  Smith  enters  the  employ  of  the  company 
on  January  15th,  1918.  On  February  ist, 
1919,  he  completes  one  full  year  of  service 
during  which  time  he  has  received  various 
increases  in  salary.  On  February  ist,  IQIQ, 
his  salary  is  at  the  rate  of  $800  a  year.  His 
"capitalization"  is  therefore  $800. 


This  capitalization  is  increased  for  each  year  of  ser- 
vice by  adding  to  the  last  annual  salary  rate  10  per  cent 
thereof  for  each  full  year  of  employment  after  the  first 
year,  but  not  more  than  ten  years.  Such  increase  of 
capitalization  takes  effect  even  though  there  may  have 
been  no  increase  in  salary. 


Example  B. 


William  Jones  entered  the  employ  of  the  com- 
pany on  March  12th,  1915.  He  therefore 
completes  four  years  of  service  on  May  ist, 
1919,  on  which  date  his  salary  is  $1,200.  To 
this  is  to  be  added  10  per  cent  for  each  of  the 
last  three  years,  or  30  per  cent  of  $1,200, 
making  a  total  capitalization  of  $1,560. 
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The  capitalization,  therefore,  can  never  exceed  twice 
the  amount  of  an  employee's  salary  as  it  exists  on  his  last 
anniversary  date. 

4.  Until  further  notice  the  rate  of  compensation 
shall  be  as  follows : 

Whenever  a  quarterly  cash  dividend  in  excess  of  Ij^ 
per  cent  is  declared  and  paid  on  the  then  outstanding 
common  stock  of  the  company  (i.e.,  at  the  rate  of  6  per 
cent  per  annum )  each  employee  entitled  thereto  shall  re- 
ceive a  percentage  on  his  capitalization  equal  to  the  ex- 
cess of  such  cash  dividend  over  Ij/^  per  cent.  Such  ad- 
ditional compensation  shall  be  paid  in  quarterly  install- 
ments on  February  1,  May  1,  August  1  and  November  1, 
for  the  three  preceding  months. 

Example  C.  On  August  i,  1919,  the  company  declared  and 
paid  a  quarterly  dividend  of  2^3  per  cent.  If 
on  May  i,  1919,  William  Jones'  capitalization 
was  $1,560,  on  August  i  he  receives  a  check 
for  I  per  cent  on  his  capitalization,  or  $15.60. 

5.  No  additional  compensation  shall  be  paid  for  any 
part  of  the  first  year's  employment  or  for  any  fraction  of 
any  quarterly  period. 

6.  An  employee  who  enlisted  or  who  was  drafted 
into  the  military  service  of  the  United  States  or  any  of 
its  Allies,  does  not  lose  his  standing  with  regard  to  length 
of  service,  and  should  he  be  reemployed  by  the  company 
immediately  after  his  discharge,  he  receives  full  credit 
for  the  period  of  his  absence  in  computing  his  capitaliza- 
tion. 

7.  Discontinuance  or  termination  of  employment  by 
either  the  employee  or  the  company,  with  or  without 
cause,  and  for  whatsoever  reason,  shall  forthwith  operate 
as  a  forfeiture  to  the  company  of  any  unpaid  additional 
compensation  or  salary.  Should  any  employee  be  reem- 
ployed at  a  later  date  the  length  of  service  shall  date 
from  the  date  of  re-employment. 

8.  The  president  of  the  committee  or  the  committee, 
shall,  from  time  to  time,  in  his  or  their  sole  discretion, 
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determine  the  qualifications  of  employees  under  the  plan, 
and  the  amount  of,  and  the  time  and  manner  of  making 
payments  under  the  plan.  Neither  the  plan  nor  these 
regulations  shall  be  construed  as  giving  any  employee  any 
interest  in  the  capital  or  assests  of  the  company  under 
any  conditions  whatsoever,  but  only  in  the  current  profits 
of  the  company,  subject  to  the  terms  and  conditions  herein 
set  forth,  and  conditioned  upon  the  favorable  deter- 
mination by  the  president  or  the  committee  of  such  em- 
ployee's loyalt}^,  efficiency  and  other  qualifications.  The 
president  or  the  committee  shall  have  power,  from  time 
to  time,  and  with  or  without  notice,  to  construe,  modify 
and  amend  these  regulations,  and  to  issue  new  or  addi- 
tional regulations.  The  Board  of  Directors  of  the  com- 
pany may,  with  or  without  notice,  rescind  the  plan  and 
the  regulations  then  existing.  The  committee  shall 
decide  all  questions  concerning  the  operation  of  the  plan, 
subject  only  to  review  by  the  president.  Whose  decision 
shall  be  final. 


PROFIT-SHARING  AS  A  SERVICE  BONUS  ^ 

1.  HiBBARD,  Spencer,  Bartlett  and  Company, 

Chicago 

This  plan  was  adopted  by  the  stockholders  January 
18,  1921,  and  became  effective  as  of  January  1,  1921. 
The  time  of  operation  has  been  too  short  for  the  com- 
pany to  say  whether  or  not  the  plan  will  prove  success- 
ful, but  subscribers  will  be  interested  in  the  details  of  the 
plan.  For  several  years  before  this  plan  was  adopted,  the 
company  had  a  profit-sharing  plan  based  on  length  of 
service,  but  that  did  not  prove  successful  and  it  was 
abandoned. 

The  company  has  a  plan  for  stock  distribution  whereby 
employees  whose  terms  of  service  have  been  three  years 

'■  Other    profit-sharing    plans     containing     service    bonus    features     will 
be    found    under    the    section    "Profit-Sharing." 
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are  permitted  to  buy  an  amount  of  stock  not  exceeding 
ten  shares.  Liberal  assistance  is  given  such  employees 
in  paying  for  the  stock  in  instalments. 

The  Plan 

1.  Hibbard,  Spencer,  Bartlett  and  company  will  set 
apart  for  the  stockholders  out  of  its  earnings  for  1921, 
and  annually  thereafter,  an  amount  equaling  8  per  cent 
of  the  invested  capital,  according  to  its  book  value. 

2.  The  profits  in  excess  of  the  percentage  so  set 
aside  for  the  stockholders  will  be  divided  equally,  as 
hereinafter  provided,  between  the  stockholders  and  em- 
ployees. 

3.  The  profits  to  be  divided  under  this  plan  shall  be 
only  those  arising  from  the  purchase  and  sale  of  mer- 
chandise and  shall  not  include  profits  which  may  accrue 
from  the  ownership  of  other  assets,  such,  for  illustra- 
tion, as  lands  and  buildings. 

4.  All  employees  in  continuous  service  for  a  calendar 
year  or  more,  including  officers  and  stockholders,  but  ex- 
cluding country  traveling  salesmen,  to  share  in  profits  in 
proportion  to  salaries  paid  them.  In  calculating  salaries, 
commissions,  premiums  and  piece-rate  bonuses  to  be  in- 
cluded, but  payment  for  overtime  work  to  be  excluded. 

5.  The  distribution  of  profits  to  employees  will  be 
made  during  the  month  of  May,  following  the  closing 
of  the  books  for  the  year,  to  those  still  in  the  service  of 
the  corporation. 

6.  If  an  employee  leaves  or  is  discharged  during 
the  year,  or  before  the  distribution  of  profits  in  the  month 
of  May  following,  he  forfeits  any  share  in  the  distribu- 
tion; except  that  if  an  employee  dies  or  is  pensioned, 
his  share  will  be  paid  to  him  or  his  estate. 

7.  A  temporary  discontinuance  of  employment, 
through  special  leave  of  absence,  sickness  or  accident 
disability,  will  not,  for  the  purpose  of  this  plan,  be  con- 
sidered a  break  in  the  continuous  service  of  an  employee. 

8.  It  should  be  understood  that  nothing  in  this  plan 
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shall  bind  any  employee  to  remain  for  any  period  in  the 
employ  of  the  company,  nor  shall  it  bind  the  company 
to  retain  any  employee  in  its  service  for  any  period.  The 
right  of  each  employee  to  leave  the  service  of  the  com- 
pany for  any  reason,  and  the  right  of  the  company  to 
terminate  for  any  reason  the  service  of  any  employee, 
shall  remain  unaffected  by  this  plan  or  by  any  thing  done 
under  it. 

9.  It  is  the  intention  of  the  company  to  continue  this 
plan  permanently,  but  it  reserves  the  right  to  change  or 
terminate  the  plan  at  the  end  of  any  calendar  year ;  pro- 
vided that  notice  of  such  decision  shall  be  given  not  later 
than  the  first  day  of  the  month  of  February  following. 

10.  The  Board  of  Directors  of  the  company  shall 
have  charge  of  the  operation  of  this  plan.  It  shall  have 
power  to  interpret  the  provisions  of  the  plan  and  exercise 
such  discretion  and  make  such  decisions  as  are  necessary 
to  the  proper  operation  of  the  plan.  The  board  shall 
have  power  to  prescribe  rules  and  regulations  for  the 
effective  operation  of  the  plan.  All  orders  and  decisions 
of  the  said  board  shall  be  final,  conclusive  and  bindmg 
upon  all  parties. 

2.  Chicago  Trust  Company 

The  following  plan  for  additional  compensation  for 
officers  and  employees  of  the  Chicago  Trust  Company 
has  been  in  operation  since  January  1,  1920. 

1.  An  amount  equal  to  3}^  per  cent  of  the  net  earn- 
ings for  the  year  shall  be  set  aside  for  distribution  to 
employees  (not  officers). 

a.  The  net  earnings  shall  be  so  much  of  the  gross 
earnings,  receipts,  and  credits  of  the  bank's  business  for 
the  year  as  shall  remain  after  deducting  all  expenses  in- 
curred in  the  conduct  of  the  business,  including  taxes, 
interest,  and  other  charges,  and  all  losses,  depreciations, 
charge-offs,  or  reserves  created  for  any  purpose,  as 
entered  upon  the  books  of  the  bank  for  the  year,  but 
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before  payment  of  dividends.    The  determination  of  such 
net  earnings  by  the  Board  of  Directors  shall  be  final. 

2.  After  deducting  from  such  net  earnings  the 
amount  set  aside  in  P'aragraph  1  and  in  addition  an 
amount  equal  to  8  per  cent  of  the  stockholder's  interest 
in  the  bank,  as  determined  by  the  average  amount  of 
capital,  surplus,  and  undivided  profits  shown  on  the  books 
at  the  end  of  each  month  during  the  year,  a  further 
sum  shall  be  set  aside  equal  to  one-fifth  of  the  net  earn- 
ings as  so  reduced.  This  fund  shall  be  distributed  as  fol- 
lows : 

Forty  per  cent  among  employees  (not  officers). 

Forty  per  cent  among  senior  officers,  chiefly  respon- 
sible for  the  production  of  business  and  the  conservation 
and  management  of  the  bank. 

Twenty  per  cent  among  other  officers. 

The  classification  of  officers  shall  be  made  by  the 
Board  of  Directors  at  or  about  the  beginning  of  each 
calendar  year. 

3.  The  distribution  of  both  the  employees'  funds  and 
the  officers'  funds  shall  be  on  the  following  basis : 

Fifty  per  cent  of  the  fund  of  each  group  shall  be 
distributed  to  the  individual  on  the  basis  of  the  ratio  of 
the  individual  salary  to  the  total  salary  in  the  group. 

Thirty  f>er  cent  of  the  fund  of  each  group  shall  be 
distributed  on  the  basis  of  the  ratio  of  current  yearly 
salary  of  the  individual  multiplied  by  years  of  service, 
not  exceeding  ten  years,  to  the  total  of  yearly  salaries 
multiplied  by  years  of  service. 

Twenty  per  cent  of  the  fund  of  each  group,  com- 
prising a  special  service  fund,  shall  be  distributed  by  the 
Board  of  Directors  on  the  recommendation  of  the  pres- 
ident to  those  individuals  who  have  rendered  special 
meritorious  service  during  the  year. 

Rules  Governing  Additional  Compensation 

I.     Plan  applies  only  to  officers  and  employees  of  the  bank. 

a.  Who   are   in   the   regular    employ   of   the   bank. 

b.  Who  are  in  the  employ  of  the  bank  for  not  less  than 
one   year. 
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c.    Who    do    not    participate    in    some    other    form    of 
additional  compensation   beyond  their  regular   salary, 
such   as  commissions   and  special  contracts. 
It  is  hoped  that  as  rapidly  as  any  existing  arrangements  ex- 
pire the  entire  staff  of  the  bank  will  be  on  a  uniform  basis. 

2.  The  bank  reserves  the  right,  before  the  commencement  of 
any  calendar  year,  through  its  Board  of  Directors,  to  modify  this 
additional  compensation  plan  in  any  respect,  or  to  discontinue  it. 

3.  The  bank  reserves  the  right,  through  its  Board  of  Direc- 
tors, to  exclude  from  the  benefits  of  this  plan  any  officers  or 
employees,  the  character  of  whose  work  shall  not  have  been  sat- 
isfactory, or  who  shall  have  been  employed  for  special  purposes. 

4.  Any  officer  or  employee  who  from  any  cause  shall  not  be 
in  the  service  of  the  bank  at  the  end  of  any  calendar  year  shall 
have  no  right  to  a  share  of  such  additional  compensation  for 
such  year  unless  the  Board  of  Directors  shall  otherwise  deter- 
mine. 

5.  For  all  years  other  than  the  current  calendar  year,  a  frac- 
tion of  a  year  in  excess  of  six  months  shall  count  as  a  full  year. 

6.  This  plan  replaces  any  existing  plans  of  bonus  or  ad- 
ditional compensation  employed  in  the  past,  except  where  con- 
tract exists. 

7.  The  designation  of  senior  officers  in  the  year  1920  shall  be 
as  follows : — 

The  President. 

Vice-Presidents. 

Manager  of  the  Bond  Department. 

Managers  of  the  Real  Estate  Loan  Department. 

Manager  of  the  Trust  Department. 

Cashier. 

8.  The  designation  of  junior  officers  in  the  year  1920  shall 
be  as  follows : 

Trust  Officer. 

Assistant  Cashiers. 

Assistant  Manager  of  Trust  Department. 

Assistant  Manager  of  Real  Estate  Loan  Department. 

Auditor. 
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CHAPTER  XI 

THRIFT  PLANS 

HOW  THRIFT  PLANS  ARE  ADMINISTERED ' 

The  various  plans  studied  in  this  survey  are  grouped 
according  to  the  three  general  methods  of  handling  the 
funds : 

Type  1.  In  which  the  savings  of  the  employees  are 
collected  in  a  fund  which  is  administered  by  executives 
or  employees  of  the  company. 

Type  2.     In  which  a  separate  organization,  such  as 
a  subsidiary  bank  or  a  credit  and   loan   association,    is 
created  within  the  company  to  administer  these  funds. 

Type  3.  In  which  the  company  acts  merely  as  agent 
for  local  banking  institutions,  collecting  and  forwar- 
ding the  employees'  savings  to  them,  or  adding  to  exis- 
ting deposits. 

Type  1.  A  Fund  Administered  by  Company 

OR  Employees 

The  plans  under  which  the  employees'  savings  are 
collected  in  a  fund  which  is  administered  by  executives 
the  company  are  variously  named.  Besides  the  ordinary 
"savings  plans"  and  the  Hood  Rubber  Company  'Thrift 
Club"  there  may  be  noted  the  General  Motors  Company 
"employees'  savings  and  investment  funds"  the  "em- 
ployees' participation  fund"  of  Dutler  Lros.,  Chicago,  the 
''appreciation  fund"  of  a  western  varnish  manufactur- 
er and  the  "credit  system"  of  the  National  Blank  Book 
Company.  The  Metropolitan  Life  Insurance  Company 
l)egan  its  employees'  savings  plan  in  1900,  that  of  Edison 
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Company  of  Brooklyn  dates  from  1910  and  the  John 
B.  Stetson  Company  of  Philadelphia  was  apparently  a 
pioneer  when  it  established  a  savings  fund  in  1896. 

The  funds  are  generally  administered  by  a  board, 
and  in  several  cases,  notably  those  of  Sears,  Roebuck 
and  Company,  Butler  Brothers  and  the  Metropolitan 
Bank  of  St.  Paul,  trustees  are  provided  for,  three  of 
whom  must  be  officers  or  directors  and  two  employees. 
The  Metropolitan  Life  Insurance  Company,  on  the  other 
hand,  leaves  the  composition  of  its  fund's  board  of  seven 
trustees  entirely  to  the  directors,  whereas  the  Hood  Rub- 
ber Company  thrift  club  has  only  a  single  trustee. 

No  uniformity  was  found  as  to  whether  savings  were 
accumulated  through  deposits  or  whether  deductions 
from  wages  by  the  company  were  arranged.  A  repre- 
sentative of  the  PHmpton  Press  stressed  the  importance 
of  having  collections  made  on  pay  day.  At  one  time 
each  department  of  the  firm  had  its  official  collector, 
to  whom  deposits  could  be  given  at  that  time. 

Some  firms  accept  any  amount  the  employee  may  wish 
to  save  or  fix  a  nominal  limit.  The  John  B.  Stetson 
Company  allows  deposits  in  its  fund  of  from  10  cents 
to  $10  a  week,  and  employees  may  also  put  bonuses 
of  any  size  into  the  fund.  But  there  is  a  tendency  among 
these  concerns  which  give  considerable  aid  to  their  em- 
ployees' savings  funds  to  require  fairly  large  deposits  on 
the'  one  hand  and  to  fix  a  maximum  in  relation  to  wajres 

on  the  other. 

Thus  the  Brooklyn  Edison  Company  requires  a  re- 
gular weekly  deposit  of  3  to  5  per  cent  of  wages,  or  as 
an  alternative  at  least  $5  a  week  while  the  Builders'  Iron 
Foundry  of  Providence  limits  deposits  to  10  per  cent 
of  wages.  Frequently  the  two  limits  are  combined. 
Sears,  Roebuck's  plan  demands  a  saving  of  5  per  cent  of 
wages  up  to  a  maximum  of  $150  a  year.  The  reasons 
for  such  limitations  are  evident— to  avoid  both  the 
expenses  of  book-keeping  with  very  small  sums  and  the 
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assumption  of  over-large  obligations  in  the  aid  given  by 
the  company. 

In  regard  to  this  last  factor,  certain  companies  add 
liberal  bonuses  to  their  employees'  savings.  The  General 
Motors  Company  offers  to  double  them,  the  Metropolitan 
Life  Insurance  Company  adds  50  per  cent;  Sears,  Roe- 
buck; Butler  Brothers  and  Harris  Trust  and  Savings 
Bank  of  Chicago  pay  in  5  per  cent  of  their  net  earnings 

In  every  case  where  such  a  provision  is  found,  it  is 
coupled  with  rules  regarding  withdrawals  which  limit 
such  additions  from  the  company  to  employees  remain- 
ing with  it  for  long  periods.  In  other  words,  the  bonus 
is  intended  to  stimulate  continuity  of  service  as  well  as 
thrift.  For  instance  the  Westinghouse  Electric  Manu- 
facturing Company  rewards  depositors  in  its  fund,  by  in- 
creasing the  amount  of  their  free  life  insurance  up  to  a 
maximum  of  $1500  for  those  with  a  fifteen  year  service 
record.  It  permits  withdrawals  at  will,  but  reduces  in- 
surance prorata  unless  the  deposit  has  been  maintained 
for  at  least  five  years.  The  National  Blank  Book  Com- 
pany pays  6  per  cent  interest  on  amounts  deposited  the 
first  year,  7  per  cent  the  second,  and  so  on  rising  to  10 
per  cent  the  fifth.  Sears,  Roebuck  ordinarily  pays  the 
company's  contribution  only  when  the  employee  with- 
drawing has  had  at  least  ten  year's  service. 

Few  companies  require  long  notice  of  withdrawals. 
In  most  cases  where  definite  rules  for  investing  funds  are 
stated,  the  stock  of  the  company  is  the  investment  med- 
ium selected.  The  Nunn,  Bush  and  Weldon  Shoe 
Company  requires  its  employees'  savings  fund  to  be  in- 
vested in  the  company's  preferred  stock  "so  far  as 
practicable."  Under  the  credit  system  of  the  American 
Wholesale  Corporation  employees  make  "loans  to  the 
company  at  the  risk  of  the  business.''  The  American 
Wholesale  Corporation  of  Baltimore  allows  the  trustees 
of  its  savings  fund  to  invest  it  or  deposit  it  with  the  cor- 
poration at  their  discretion. 
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One  bank,  the  Harris  Trust  and  Savings  of  Chicago, 
makes  the  deposit  of  2  to  5  per  cent  of  salary  in  its  sav- 
ings fund  compulsory  on  all  employees  of  more  than 
three  years  standing.  It  is  worthy  of  note  that  the  bank 
has  specific  provisions  regarding  the  investment  of  the 
fund  in  bonds  or  mortgages  in  accordance  with  the  bank- 
ing rule  for  the  investment  of  funds  in  trust. 

Interest  rates  paid  on  such  savings  are  conservative, 
usually  ranging  from  4  to  6  per  cent,  though  of  course 
wherever  the  employer  adds  a  bonus  to  the  deposits  the 
return  to  the  employee  who  fulfills  the  conditions  is  far 
greater  than  he  could  probably  secure  in  any  other  way. 

The  Hood  Rubber  Company  Thrift  Club  rules  are 
illustrative  of  the  operation  of  a  savings  fund  not  added 
to  by  the  employer,  while  the  American  Wholesale  Cor- 
poration's plan  combines  savings  with  profit-sharing  un- 
der relatively  liberal  terms.  The  rules  of  the  American 
Wholesale  Corporation,  having  been  worked  out  with  un- 
usual care,  are  quoted  below  in  full. 

Plan  of  the  American  Wholesale  Corporation, 

Baltimore,  Md. 

(a)  This  plan  will  provide  a  fund  which  will  enable 
employees  to  invest  their  savings  and  participate  in  the 
profits  of  the  business  of  the  American  Wholesale  Cor- 
poration, so  as  to  encourage  thrift,  provided  assurance 
of  comfort  in  later  years,  care  in  sickness  and  perma- 
nent disability,  or  other  unforeseen  emergency,  and  make 
provisions  for  family  in  time  of  death. 

(b)  The  corporation  will  contribute  to  the  fund  as 
^oon  as  the  certified  public  accountants  have  audited  the 
books,  and  as  certified  by  them,  an  amount  equal  to  5  per 
cent  of  the  net  profits  for  the  period  beginning  July  1, 
1920,  to  January  1,  1921,  after  deducting  all  taxes  and 
fixed  charges,  including  dividends  on  the  perferred  stock 
of  the  American  Wholesale  Corporation;  and  there- 
after yearly.  The  profits  of  the  last  six  months  of  1920 
shall  be  ascertained  by  dividing  the  net  profits  for  the 
year  1920  in  half. 
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(c)  The  contribution  of  the  corporation  shall  not 
exceed  in  any  one  year  double  the  amount  of  the  em- 
ployees' deposits  for  such  calendar  year,  ending  Decem- 
ber 31,  excepting  when  the  board  of  directors  desires  to 
exceed  that  amount.  Participating  employees  will  be 
credited  with  their  portion  of  the  corporation's  contri- 
bution in  such  proportion  as  the  amount  the  company 
has  contributed  bears  to  the  total  amount  deposited  by 
all  such  employees  during  the  same  period. 

(d)  Any  employee,  excepting  buyers,  may  volun- 
tarily participate  in  the  fund  by  signing  written  applica- 
tion to  the  trustees,  subject  to  their  approval,  and  de- 
positing therein  at  the  rate  of  approximately  5  per  cent  of 
what  he  receives  on  account  of  his  weekly  salary,  to  be 
deducted  by  the  corporation's  paymaster,  which  amount 
will  be  credited  to  the  account  of  the  employee  and  bear 
interest  at  the  rate  of  7  per  cent  per  annum  compounded 
annually. 

(e)  No  employee  may  deposit  in  any  year  more  than 
approximately  5  per  cent  of  his  salary,  and  in  no  case 
more  than  at  the  rate  of  $260  per  annum. 

(f)  ^  Any  employee  who  has  completed  five  years 
of  participation  in  the  fund  may  withdraw  therefrom 
at  any  time  thereafter  while  in  the  employ  of  the  cor- 
poration the  amount  that  is  credited  to  his  account,  in- 
cluding his  proportion  of  the  corporation's  contribution 
of  the  net  profit  up  to  the  end  of  the  preceding  calendar 
year. 

(g)  Any  employee  who  has  not  completed  five  years 
of  participation  in  the  fund  may  withdraw  all  the  money 
he  has  deposited,  plus  7  per  cent  interest  per  annum, 
compounded  annually,  but  will  not  be  entitled  to  any 
portion  of  the  net  profits  contributed  by  the  corpora- 
tion or  any  other  share  in  said  fund  or  the  income  there- 
of. Any  participant  who  ceases  to  be  an  employee  of 
the  corporation  and  who  has  not  completed  five  years 
of  participation  in  the  fund  must  withdraw  all  the  money 
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he  has  deposited,  plus  7  per  cent  interest  per  annum, 
compounded  annually,  but  will  not  be  entitled  to  any 
portion  of  the  net  profits  contributed  by  the  corpora- 
tion or  any  other  share  in  said  fund  or  the  income 
thereof. 

(h)  A  female  employee  who  has  contributed  to  the 
fund  for  one  year  and  leaves  the  employ  of  the  corporation 
to  become  married  shall,  subsequent  to  her  marriage, 
shall  withdraw  all  the  money  she  has  deposited,  plus 
7  per  cent  interest  per  annum,  compounded  annually,  and 
her  portion  of  the  net  profits  contributed  by  the  corpora- 
tion up  to  the  end  of  the  preceding  calendar  year. 

(i)  A  depositor  who  has  participated  in  the  fund  for 
one  year  and  becomes  permanently  disabled  so  that  he 
(or  she)  cannot  perform  his  (or  her)  usual  duties,  may 
withdraw  all  the  money  he  (or  she)  has  deposited,  plus 
7  per  cent  interest  per  annum,  compounded  annually,  and 
his  (or  her) portion  of  the  net  profits  contributed  by  the 
corporation  up  to  the  end  of  preceding  calendar  year. 

(j)  In  the  event  of  the  death  of  a  participant  in  the 
fund,  after  he  has  made  his  first  deposit  in  the  savings 
fund  the  beneficiary  named  by  him  or  his  estate  as 
designated  in  his  application  shall  receive  from  the  fund 
the  sum  of  $1,000  in  lieu  of  the  amount  he  may  be  entitled 
to  according  to  the  books  of  account  up  to  the  date  of  his 
demise,  if  the  sum  to  which  he  may  be  entitled  is  less  than 
$1,000;  but  in  the  event  the  amount  to  his  credit  is  in 
excess  of  $1,000,  the  full  amount  to  his  credit,  calculat- 
ing his  proportion  of  the  corporation's  contribution  to 
the  end  of  the  preceding  calendar  year,  shall  be  paid  to 
his  beneficiary  or  his  estate  as  designated  in  his  applica- 
tion instead  of  the  $1,000. 

(k)  A  depositor  who  withdraws  before  completing 
five  years  of  participation  cannot  reenter  the  fund  without 
the  permission  in  writing  of  the  board  of  trustees. 

{\)     Any  participant  who  fails  to  regularly  make  his 
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deposit  in  the  fund  shall  cease  to  have  any  further  in- 
terest therein.  Such  depositor  shall  withdraw  therefrom 
as  provided  in  paragraphs  F  or  G. 

(m)  A  board  of  three  trustees  is  to  be  elected  on 
or  before  July  1,  1920,  and  thereafter  in  January  of 
every  year  by  the  board  of  directors  of  the  American 
Wholesale  Corporation— one  of  the  said  three  trustees  to 
be  an  employee.  The  said  board  of  trustees  shall  be  em- 
powered to  manage  and  invest  the  fund  or  deposit  same 
with  the  corporation,  and  to  adopt  such  rules  and  amend- 
ments as  in  the  board's  discretion  may  be  advisable  to 
carry  out  this  plan. 

(n)  The  board  of  directors  of  the  corporation  shall 
have  the  sole  right  to  decide  all  questions  of  interpreta- 
tion of  the  plan  and  the  rules  pertaining  to  same,  as  well 
as  all  matters  of  accounting,  and  in  any  other  matters  or 
differences  which  may  arise  the  decision  of  the  board 
shall  be  final  and  accepted  by  all  concerned. 

(o)  The  board  of  directors  of  the  American  Whole- 
sale Corporation  reserves  the  right  to  discontinue  the  plan 
at  the  end  of  any  calendar  year  by  giving  three  months' 
notice  in  the  form  of  an  announcement,  and  after  such 
announcement  no  new  depositors  will  be  permitted  to 
participate  in  the  plan.  In  such  event,  the  fund,  including 
the  corporation's  contribution  up  to  the  end  of  the  preced- 
ing calendar  year,  shall  be  distributed  as  determined  by 
the  trustees  among  all  participants  prorata  in  proportion 
to  their  interest  in  the  fund. 

(p)  Nothing  in  this  plan  shall  deprive  the  American 
Wholesale  Corporation  of  exercising  its  right  to  discharge 
any  employee:  neither  shall  any  employee  be  deprived 
of  the  right  to  leave  its  service. 

(q)  It  is  understood  and  agreed  that  no  employee 
participating  in  the  plan  may  be  permitted  to  transfer 
or  assign  his  interest  in  the  fund  to  any  other  person,  but 
may  do  so  to  the  American  Wholesale  Corporation. 
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Thrift  Club  of  Hood  Rubber  Company 

The  Thrift  Club  of  the  Hood  Rubber  Company  is 
administered  by  the  Treasury  Department  of  the  com- 
pany. The  office  of  the  club  is  located  in  the  factory  pay- 
roll office. 

The  rules  of  the  club  state  that  it  is  organized  to 
"encourage  thrift,  economy,  and  savings  among  the  em- 
ployees by  allowing  them  to  loan  their  money  to  the 
company,  and  to  provide  opportunity  for  investment.'' 

Payments  of  one  dollar  or  more  are  made  by  em- 
ployees on  any  business  day.  Interest  is  credited  at  the 
rate  of  6  per  cent  per  annum. 

All  money  received  from  employees  is  used  m  the 
business  of  the  company,  or  is  invested  in  the  preferred 
stock  of  the  company.  Such  preferred  stock  is  held 
by  a  trustee,  under  a  declaration  of  trust  for  the  benefit 
of  employees  holding  receipt  books. 

W'ithdrawals  may  be  made  on  any  business  day,  but 
the  company  may  require  two  days'  notice. 

The  employee's  account  is  closed  when  he  leaves  the 
company.  In  case  of  death,  the  legal  representative  of 
the  member  closes  the  account  within  sixty  days. 

The  company  may  at  any  time  pay  off  receipts,  and 
treat  them  as  withdrawals,  or  it  may  refuse  money  for  in- 
vestment from  any  employee. 

Receipt  books  are  not  transferable  or  assignable. 

Staff  Savings  Fund  of  the  Metropolitan'  Iji  f 
Insurance  Company,  New  York  City 

The  staff  savings  fund  of  the  Metropolitan  Life  In- 
surance Company  is  administered  by  a  Board  of  Trustees 
chosen  by  the  Board  of  Directors  of  the  company.  The 
plan  provides  for  a  contribution  by  the  company  of 
amounts  equal  to   one-half    of    the    employees'   deposits, 

Anv  emplovee  who  has  been  in  service  one  vear  is 
eligible,  provided  that  during  the  calendar  year  preced- 
ing his  application  for  membership  his  earnings  were  not 
hi  excess  of  $4,000. 
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The  deposits  of  the  employees  are  paid  to  the  trustees, 
and  by  them  deposited,  together  with  the  company's  sub- 
scriptions, to  the  credit  of  the  trustees,  in  a  bank  of  trust 
company  designated  for  the  purpose  by  the  trustees. 

No  employee  is  allowed  to  deposit  in  any  one  year  an 
amount  in- excess  of  5  per  cent  of  his  earnings  for  that 
year.    An  account  is  kept  with  each  depositor. 

The  net  income  from  the  investments  of  the  fund, 
after  the  trustees  have  deducted  a  guaranty  fund  to  meet 
depreciation  of  investments,  etc.,  is  divided  according  to 
the  part  derived  from  the  employees*  deposits,  and  that 
derived  from  the  company's  contribution.  The  employee 
is  credited  with  the  interest  on  his  own  contributions. 

A  depositor  retiring  from  the  service  of  the  company 
because  he  is  permanently  incapacitated  by  age  or  ill 
health,  or  one  being  honorably  retired  after  not  less  than 
twenty  years  of  continuous  service,  with  the  written  ap- 
proval of  the  majority  of  the  trustees,  is  paid  the  whole 
of  the  amounts  standing  to  his  credit  on  the  preceding 
31st  of  December,  with  interest  at  the  rate  of  3  per  cent 
per  annum. 

Upon  the  death  of  a  depositor  while  in  the  ser- 
vice of  the  company,  his  legal  representatives  are  paid 
the  amount  to  which  he  would  have  been  entitled  had  he 
retired  as  provided  in  the  above  rule.  However,  if  a 
depositor  retired  from  the  service  of  the  company  for 
any  other  reason  than  as  outlined  above,  he  withdraws 
the  deposits  he  has  made,  with  interest  at  the  rate  of  3 
per  cent  per  annum,  and  forfeits  the  company's  con- 
tribution. 

A  depositor  may  at  any  time  withdraw  from  the  fund 
his  deposits,  with  interest  at  the  rate  of  3  per  cent  per 
annum.  But  no  partial  withdrawals  are  allowed;  the 
depositor  forfeits  the  company's  contribution  bv  with- 
drawing; and  he  is  not  permitted  to  again  become  a  de- 
positor. 

The  company  does  not  contribute  to  the  deposits  of 
employees  when  their  salary  exceeds  $4,000  in  one  year. 
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The  rights  of  a  depositor  are  not  assignable  or  negoti- 
able. 

The  trustees  appoint  an  officer  to  conduct  the  business 
of  the  fund,  and  prescribed  the  manner  of  keeping  and 
form  of  all  accounts.  The  company  pays  all  expenses 
incident  to  the  administration  of  the  fund  except  brok- 
erage on  the  purchase  or  sale  of  investments  and  costs 
of  the  purchase  and  sale  of  property. 

The  Board  of  Directors  may  at  any  time  close  the 
fund. 

Taylor  Instrument  Company 

The  Taylor  Instrument  Company  has  had  its  thrift 
plan  in  operation  since  April,  1920.  The  six  hundred 
and  seventy-two  employees  of  the  company  are  all  eligible, 
and  the  company  reports  that  50  per  cent  of  those  eli- 
gible are  participants  in  the  plan. 

It  is  the  belief  of  the  company  that  thrift  plans 
should  originate  with  the  employees  themselves.  They 
should  be  allowed  to  select  the  bank  in  which  deposits 
are  to  be  made,  and  in  every  way  possible,  the  savings 
society  be  made  an  employee's  organization. 

Deductions  are  made,  by  the  request  of  employee, 
from  the  payroll,  and  deposited  in  the  Tycos  Savings 
Society  fund  in  a  local  bank,  on  the  first  of  each  month. 
When  the  individual  savings  amount  to  $50  an  in- 
dividual account  is  opened  under  the  saver's  name.  De- 
posits in  the  Tycos  fund  continue,  however,  and  when 
they  reach  the  sum  of  $50  they  are  transferred  to  the 
individual  account. 

Type  2.    A  Subsidiary  Bank  or  Credit  Association 

Out  of  the  plans  in  which  separate  organizations  for 
savings  are  created,  nineteen  are  of  the  savings  and  loan 
type.  This  is  perhaps  most  familiar  to  the  general  public 
in  the  form  of  the  building  and  loan  association  which 
finances  the  buying  of  homes.  In  some  states  the  smaller 
scale  "credit  union,"    which  makes    character    loans    to 
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members  is  also  becoming  well-known.  In  both  organ- 
izations members  may  buy  one  or  more  shares,  paying  a 
small  sum  for  each  share  weekly  or  monthly  until  the 
shares  are  paid  for.  The  money  thus  received  is  loaned 
for  approved  purposes,  and  returned  in  regular  install- 
ments. TJie  interest  received  becomes  the  property  of  the 
shareholders  and  is  credited  toward  the  cost  of  their 
shares. 

Only  five  of  the  savings  and  loan  plans  here  discussed 
are  building  and  loan  associations,  however.  The  John 
B.  Stetson  Company  has  a  building  and  loan  association 
of  long  standing  which  makes  6  per  cent  first  mortgage 
loans.  The  Eastman  Kodak  Company  has  two  such 
plans,  the  one  providing  for  first  mortgage  loans  to  buy 
homes  to  the  amount  of  70  per  cent  of  the  appraised 
value,  the  other,  called  the  "Kodak  Employees'  Associa- 
tion," giving  still  further  aid  of  this  kind  by  arranging 
second  mortgages  of  15  to  20  per  cent  of  the  purchase 
price.  The  H.  C.  Godman  Company  of  Columbus,  Ohio, 
loans  to  outsiders  as  well  as  employees.  Employees  are 
shareholders,  and  the  Jeffrey  Manufacturing  Company 
sometimes  makes  loans  to  home  buyers. 

But  only  fourteen  plans  make  loans  to  employees  on 
a  smaller  scale,  a  frequent  maximum  being  $200.  The 
loans  are  unsecured,  except  by  the  character  of  the  ap- 
plicant, and  are  intended  to  meet  emergencies.  The 
shares  are  usually  paid  for  in  a  comparatively  short  time, 
sonie  plans  running  a  year  and  others  for  onlv  six  months.' 
It  IS  expected  that  when  the  series  is  closed  and  the 
proceeds  divided,  members  will  reinvest  the  money  in  a 
more  permanent  fashion  or  use  it  for  some  special  pur- 
pose. A  series  is  often  closed  just  before  Christmas 
or  at  vacation  time  for  this  reason.  Occasionally,  as 
m  the  Strawbridge  and  Clothier  savings  fund,  provision 
IS  made  for  the  reinvestment  of  shares.  In  this  case 
the  "special  account"  for  lump  savings,  pays  5  per  cent, 
and  the  directors  of  the  fund  have  been  empowered  to 
make  investments  whenever  the  balance  in  the  treasury 
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exceeds  $100.    Present  investments  are  principally  Liber- 
ty Bonds. 

As  in  savings  and  loan  association  open  to  the  general 
public,  the  withdrawal  of  deposits  before  shares  are  fully 
paid  for  is  frequently  penalized  by  the  loss  of  all  in- 
terest. The  New  York  Edison  Company  arranges  for 
five  types  of  shares  in  its  savings  and  loan  association, 
having  not  only  installment  shares  at  a  dollar  a  month, 
but  three  kinds  of  paid-up  shares,  and  juvenile  shares 
without  voting  power  for  minors  in  its  employ.  In  this 
way  it  is  expected  to  broaden  the  appeal  of  the  plan. 

Some  of  the  oldest  savings  funds  are  found  among 
this  group.  The  Strawbridge  and  Clothier  fund,  just 
mentioned,  was  started  in  1885,  and  the  Stetson  building 
and  loan  association  in  1880.  Other  plants  which  organ- 
ized such  funds  before  the  war  include  the  Miller  Lock 
Company  (1892),  Gorham  Manufacturing  Company 
(1900),  Celluloid  Company,  (1906),  Hibbard,  Spencer 
and  Bartlett  Company,  (1911),  Joseph  and  Feiss  (1912), 
Librarv  Bureau    (1913),  and    A.    W.    Shaw    Company 

(1915^. 

In  but  few  instances  do  the  companies  give  financial 
aid  to  this  group  of  funds.  The  John  B.  Stetson  Com- 
pany helps  its  building  and  loan  association  liberally  pay- 
ing the  entire  dues  on  shares  given  to  selected  employees. 
The  A.  W.  Shaw  Company  agrees  to  borrow  any  sur- 
plus remaining  above  the  loans  and  to  pay  the  market 
rate  of  interest  on  it.  The  Celluloid  Company  makes  a 
temporary  advance  of  the  amount  outstanding  in  loans 
whenever  a  series  of  shares  is  closed,  getting  back  its 
loan  as  fast  as  deposits  are  made  in  the  new  series. 

Employers  generally  testify  with  emphatic  approval 
as  to  the  benefits  derived  from  such  savings  and  loan  as- 
sociations. Mr.  C.  J.  Walker,  secretary  of  the  A.  W.  Shaw 
Company,  has  said,  "If  our  savings  and  loan  associa- 
tion had  no  other  advantages  from  a  management  view- 
point than  to  eliminate  the  nuisance  of  money  advances 


to  employees  on  salary  to  be  earned,  it  would  be  well 
worth  while."  And  it  has  done  that  very  thing.  "Not 
since  January,  1915,  when  the  A.  W.  Shaw  Club  Sav- 
ings and  Loan  Association  was  started,  has  there  been  a 
single  advance  payment  of  salary." 

The  by-laws  of  a  savings  and  loan  association  which 
has  stood  the  test  of  time,  that  of  Strawbridge  and 
Clothier  in  Philadelphia,  are  as  follows  :- 

Saving  Fund  of  SxRAwnRiPGE  &  Clothier 
Any  employee  of  Strawbridge  &  Clothier  may  become 
a  shareholder  after  conforming  to  the  regulations  of  the 
Board  of  Directors  of  the  association,  and  paying  a  fee 
of  15  cents  to  help  defray  the  expenses. 

Shareholders  leaving  the  employ  of  the  company 
do  not  necessarily  cease  to  be  members  of  the  associa- 
tion until  the  end  of  the  fiscal  year. 

The  association  is  administered  by  the  following  of- 
ficers :  president,  vice-president,  secretary,  treasurer,  and 
nine  directors.  Treasurer  and  secretary  are  appointed 
by  the  Board  of  Directors,  but  the  board  and  the  other 
officers  are  elected  annually  by  the  employees. 

For  each  share  subscribed  to,  an  employee  pays  25 
cents  per  week.  No  person  may  hold  more  than  forty 
shares,  nor  can  anyone  transfer  his  shares  to  anyone 
else.  At  meetings  of  the  association  shareholders  are 
entitled  to  but  one  vote,  irrespective  of  the  number  of 
shares  they  possess,  and  no  voting  by  proxy  is  allowed. 
The  Board  of  Directors  of  the  association  may,  at 
such  times  and  in  such  manner  as  they  determine  re- 
ceive from  shareholders  deposits  to  the  amount  of  SlO, 
or  a  multiple  thereof,  not  exceeding  $250,  and  allow  such 
interest  thereon  as  they  may  be  able  to  obtain  from  re- 
investment. 

Withdrawals  can  be  made  only  at  the  expiration  of 
a  whole  number  of  months  from  the  date  of  deposit,  af- 
ter  ten   days'    written   notice.     Interest   is    allowed    for 
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fractional  parts  of  a  year,  except  when  depositors  leave 
the  company's  employ. 

Whenever  the  sum  in  the  treasury  exceeds  $100,  it  is 
invested  by  the  Board  of  Directors.  Any  shareholder 
may  obtain  a  loan  for  a  period  of  not  less  than  one  month, 
and  for  a  sum  not  exceeding  nine-tenths  of  the  amount 
paid  in.  A  note  is  given  the  treasurer,  with  interest  of  6 
per  cent.    A  charge  of  10  cents  is  made  for  each  loan. 

Shareholders  may  withdraw  at  any  time,  after  one 
week's  notice  to  the  secretary.  The  amount  paid  in,  less 
fines  and  charges.,  is  refunded  without  profits  to  the 
withdrawer. 

In  case  of  death  of  the  shareholders,  the  amount  paid 
in,  less  losses,  fines  or  loans,  may  be  paid  to  the  heirs, 
executors  or  administrators  immediately. 

Dues  are  payable  before  9  a.m.  on  each  Saturday, 
and  are  subject  to  fine  unless  paid  promptly.  Fines  may 
be  charged  at  the  rate  of  1  cent  per  week  for  each  share, 
and  in  case  of  arrears  for  four  weeks,  the  shares  are 
considered  as  withdrawn. 

A  series  is  opened  on  the  15th  of  May  each  year,  and 
the  books  held  open  for  subscriptions  for  one  month. 

At  the  termination  of  a  series,  the  funds  on  hand  af- 
ter liabilities  are  paid,  shall  be  devided  prorata  among 
the  shareholders  who  continue  until  the  close  of  the  year. 

A  two-thirds  vote  of  the  members  is  finally  required 
to  effect  a  change  in  the  rules  of  the  association. 

Fidelity  Mutual  Savings  Association 
The  Fidelity  Mutual  Savings  Association  is  open  to 
all  employees  of  the  Fidelity  Trust  Company,  Fidelity 
Savings  Trust  Company,  or  Fidelity  Safe  Deposit  Com- 
pany, of  Kansas  City,  Missouri.  It  was  established  on 
October  1,  1912.  Six  months'  service  is  required  to  join. 
Shares  are  issued  to  members,  the  maximum  being 
five.  Three  dollars  a  month  are  paid  on  each  share  by 
the  subscriber.  Certificates  are  not  assignable  or  trans- 
ferable. 

The    Association    is    managed    by    three    trustees. 


selected  by  the  members.  The  trustees  invest  the  funds 
of  the  association  and  keep  all  records.  Uninvested  funds 
are  deposited  in  the  company. 

On  the  first  business  day  after  June  30,  and  Decem- 
ber 31,  in  any  year,  any  member  may  surrender  one 
or  more  of  the  certificates  held,  and  receives  the  full 
principal  endorsed  on  the  respective  certificates,  less  a 
prorata  proportion  of  all  losses  sustained  by  the  associa- 
tion, if  any.  The  members  so  surrendering  receive  the 
following  proportions  of  the  interest  and  the  bonus  paid 
by  the  company: 

None,  if  surrender  is  made  within  one  year  from  the 
issuance  of  the  certificate. 

One-fourth,  if  surrender  is  made  after  one  year. 
One-half,  after  two  years.  Three-fourths,  after  three 
year.     All,  after  four  years. 

On  the  death  of  a  member,  the  full  value  of  his  cer- 
tificates, less  losses,  is  paid  immediately  to  his  legal  rep- 
resentatives. 

A  member  failing  to  make  his  monthly  payment  for- 
feits his  shares,  and  is  paid  the  withdrawal  value.  A 
member  leaving  the  service  of  the  company  receives  the 
principal  of  his  certificates,  and  in  the  discretion  of  the 
trustees,  interest  and  bonus  also,  but  not  more  than  will 
make  the  total  income  received  on  the  certificates  equal 
to  7  per  cent  simple  interest  for  the  time  since  their 
issuance. 

The  investments  of  the  association  are  valued  by  the 
trustees  from  time  to  time,  and  any  depreciation  is  borne 
by  the  members  in  proportion  to  the  total  amounts  of 
their  certificates. 

When  a  deposit  seems  too  large  to  the  trustees,  they 
may  ask  the  member  to  withdraw. 

A  majority  vote  of  the  members  suffices  to  amend  the 
rules. 

Equitable  Life  Assurance  Society, 
New  York  City 

The  Equitable  Credit  Union  has  been  in  existence 
since  January,  1916.    It  was  organized  by  the  employees 
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of  the  Equitable  Life  Assurance  Society  to  promote 
thrift.  On  December  31,  19J1  there  were  one  thousand 
and  forty- four  members. 

Shares  of  the  par  value  of  $5  are  issued.  These 
may  be  paid  for  in  instalments  and  are  intended  to  be 
in  the  nature  of  a  permanent  investment.  The  Credit 
Union  also  receives  such  sums  as  its  members  may  wish 
to  leave  on  deposit,  thereby  affording  an  opportunity  to 
the  individual  member  to  create  a  fund  for  vacation  or 
for  the  purpose  of  meeting  premiums,  taxes,  etc. 

Loans  are  granted  to  its  members  by  the  Credit  Union 
provided  the  purpose  is  approved  by  the  Credit  Commit- 
tee and  that  the  endorsers  offered  are  satisfactorv. 

On  December  31,  1921  the  total  assets  of  this  Credit 
Union  amounted  to  over  $56,000  of  which  $30,498.41  re- 
present shares  held  by  members  and  $21,660.46  repre- 
sent deposits  of  members. 

Pelzer  Manufacturing  Company 

The  Pelzer  Manufacturing  Company  of  Pelzer,  South 
Carolina  has  organized  for  the  benefit  of  employees  a 
savings  bank  under  states  charter,  in  which  employees 
have  deposited  nearly  $400,000,  and  on  which  they  re- 
ceive interest  quarterly. 

Certain  other  types  of  savings  funds  included  in  this 
group  because  they  exist  as  separate  organizations  may 
be  more  briefly  discussed.  Two  companies,  the  Gorham 
Manufacturing  Company  of  Providence,  and  the  Kaynee 
Company  of  Cleveland  have  set  up  miniature  savings 
banks  within  their  plants  to  receive  deposits  of  employees. 
The  Crossett  Lumber  Company  of  Crossett,  Alabama,  has 
formed  an  "Employees'  Investment  Company"  which  puts 
employees  savings  into  "carefully  selected  enterprises 
controlled  by  the  Crossett  Company."  The  employees' 
clubs  of  two  large  banks,  the  Hibernia  Trust  Company 
of  New  Orleans  and  the  Guaranty  Trust  of  New  York, 
have  instituted  thrift  departments  where  employees  can 
deposit  from  $1  to  $1000.  Securities  are  bought  with 
the  deposits  and  returns  go  to  depositors. 
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Type  3.    Company  an  Agent  for  Outside  Bank 

Under  the  third  type  of  plan,  employees'  savings  are 
deposited  in  an  existing  savings  institution. 

A  few  firms  have  made  it  a  practice  to  encourage 
thrift  among  their  employees  by  starting  or  adding  to 
their  savings  accounts  under  certain  conditions.  The 
Rogers,  Peet  Company  of  New  York,  tries  to  stimulate 
saving  among  its  younger  employees  by  duplicating  twice 
a  year  the  amount  saved  by  any  boy  under  twenty-one 
to  a  maximum  of  $200.  The  Washburn-Crosby  Com- 
pany gives  each  employee  $25  to  start  a  savings  account 
at  the  end  of  a  year's  service  and  at  the  end  of  the  follow- 
ing year  half  the  increase  in  the  account,  but  not  more 
than  $25.  Hibbard,  Spencer,  Bartlett  and  Company  of 
Chicago  pay  a  service  bonus  of  from  2  to  8  per  cent 
a  year  according  to  length  of  service,  half  in  cash  and 
half  into  any  savings  bank  designated  by  the  employee. 

Other  firms  merely  act  as  agents  in  collecting  such 
amounts  as  the  employee  may  wish  to  save  and  forward- 
ing it  to  the  bank  of  his  choice.  They  act  on  the  assump- 
tion that  it  may  not  be  convenient  for  the  workman  to 
reach  the  bank  when  it  is  open,  and  also  that  it  may  be 
easier  to  save  by  means  of  the  regular  weekly  deductions 
from  pay  that  are  possible  under  this  method  than  when 
a  fresh  effort  is  necessary  with  every  deposit.  Some  of 
the  large  firms  handling  savings  in  this  way  are  the  New 
York  Telephone  Company,  the  Eastman  Kodak  Com- 
pany and  the  Eastern  Manufacturing  Company  of  Bangor, 
Maine.  This  last  concern  pays  a  special  bonus  on  all 
such  savings,  adding  1  J4  per  cent  annually  to  the  3  3/2  per 
cent  paid  by  the  bank. 

Under  the  name  of  the  "Worcester  plan,''  this  meth- 
od of  encouraging  employees'  savings  is  in  operation  in 
several  plants  in  that  city.  The  idea  originated  with 
Joseph  P.  Tinsley,  general  manager  of  the  Crompton 
and  Knowles  Loom  Works,  and  Mr.  Tinsley  thus  de- 
scribes the  operation  of  the  plan  in  his  own  factory: 

That  it  is  desirable  to  encourage  the  working  man  and 
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woman  in  industry  to  save,  is  beyond  argument. 

That  it  is  equally  desirable  to  have  the  savings  of 
working  people  give  a  return  in  earnings  consistent  with 
absolute  safety,  and  at  the  same  time  build  up  the  work- 
ing capital  of  the  country,  is  also  beyond  argument. 

In  connection  with  industrial  savings  systems,  three 
questions  naturally  arise: 

1.  Will  the  workingman  support  a  savings  system 
that  can  be  explained  to  him,  and  thoroughly  understood 
by  him? 

2.  Is  there  such  a  plan? 

3.  What  is  necessary  for  the  successful  inauguration 
and  maintenance  of  an  industrial  savings  system  ? 

The  success  of  this  plan  during  the  past  year  will  be 
given  later  in  brief  detail,  and  warrants  our  answering 
the  three  questions  previously  raised. 

1.  The  workingman  will  support  a  savings  system 
that  can  be  explained  to  him,  and  thoroughly  under- 
stood by  him. 

2.  We  think  we  have  such  a  plan  operating. 

3.  The  principal  conditions  necessary  for  the  suc- 
cessful inauguration  and  maintenance  of  an  industrial 
savings  system  are  four  in  number. 

a.  The  system  itself  must  be  simple,  flexible  and 
easily  understandable. 

b.  The  management  must  energetically  support  the 
savings  idea  and  show  it. 

c.  The  foremen  must  be  thorough  believers  in  it, 
and  do  a  great  deal  of  the  initial  work  that  is  neces- 
sary to  get  the  plan  started  among  the  men. 

d.  The  organization  for  introducing  it  to  the  men 
throughout  the  shop  must  be  enthusiastically  in  favor  of 
the  savings  idea  itself  and  the  "plan,"  and  must  consist 
of  such  elements  as  represent  the  various  nationalities 
and  classes  of  workmen  in  the  plant. 

Of  the  four  conditions  named  above,  which  I  consider 
necessary  for  the  success  of  any  plan  of  this  sort,  the 
attitude  of  the  management,  the  foremen,  and  the  organ- 


EMPLOYEES   AND   EXECUTIVES 


21 


ization  of  the  shop  committee  are  most  important.  The 
attitude  of  the  management  is  most  consequential,  and 
I  do  not  believe  that  any  thrift  plan  will  work  success- 
fully, at  least  for  very  long,  unless  the  men  feel  that 
the  management  is  vitally  interested  in  the  success  of 
the  plan  and  realize  fully  the  views  of  the  management 
on  the  subject. 

The  Worcester  plan  we  think  is  exceedingly  simple, 
flexible  and  understandable.  It  consists  essentially  in 
having  the  men  sign  cards,  authorizing  the  pay  office  to 
deduct  regularly  so  much  per  week  from  their  pay  en- 
velopes. On  this  card,  the  employee  designates  not 
only  the  amount  he  wishes  deducted  each  week,  but  also 
the  bank  where  he  desires  to  have  his  account  opened. 

At  the  Crompton  &  Knowles  Loom  Works  cam- 
paigns for  encouraging  the  starting  of  bank  accounts 
among  the  men  are  conducted  every  three  to  six  months 
and  last  a  couple  of  days  at  a  time.  This  method  we 
have  found  to  be  much  superior  to  that  of  simply  leav- 
ing the  system  open  continuously.  When  a  definite 
campaign  is  staged,  the  idea  is  emphasized  all  over  the 
plant.  Enthusiasm  is  worked  up  and  we  have  found,  by 
making  comparisons  between  plants  that  have  campaigns 
and  those  that  do  not,  that  there  is  a  marked  difi:erence 
in  the  number  of  supporters  of  the  savings  plans  and  also 
the  enthusiasm  regarding  it. 

After  a  campaign,  the  cards  are  sorted  according  to 
the  banks  selected.  The  banks  are  then  notified  to  send 
representatives  to  the  plant,  where  the  men  are  signed 
up  in  accordance  with  the  rules  of  the  bank. 

After  the  initial  deposit  goes  to  the  bank,  pass 
books  are  made  out  which  remain  in  the  possession  of 
the  pay  master's  office  at  the  plant,  being  taken  to  the 
bank  once  a  week  to  have  the  weekly  deposits  entered 
therein.  A  slip  is  put  in  the  pay  envelopes  each  week 
stating  that,  in  accordance  with  the  workmen's  author- 
ization, a  certain  amount  is  deducted  from  his  pay  of 
that  week.     On  another  line  is  also  stated  his  balance 
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to  date  in  the  bank.  The  second  figure  constantly  grows 
and  is,  we  believe,  a  stimulus  to  saving. 

The  men  know  that  the  money  is  taken  out  of  their 
pay  envelopes  on  Saturday  and  on  Monday  it  goes  to  the 
banks  of  the  city.  The  employer  sends  weekly  to  the 
bank,  as  agent  for  the  men,  a  check  totalling  the  amount 
designated  by  the  men,  for  that  bank.  Accompanying 
the  check  is  a  list  of  the  men's  names  and  amounts 
and  from  this  list  the  entries  are  made  at  the  bank. 
These  entries  in  the  bank  books  are  also  checked  at  the 
plant  when  the  books  are  returned.  The  employer  as- 
sumes responsibility  for  errors  in  the  lists  sent  to  the 
banks.  The  books  are  back  at  the  plant  in  a  day  and 
an  employee  may  see  his  book  at  any  time. 

The  plan  is  flexible.  If  a  man  wishes  to  increase  his 
deposit,  he  simply  tells  his  foreman,  who  advises  the 
payroll  office,  and  the  change  is  accordingly  made.  If 
he  wants  to  reduce  the  amounts,  the  same  simple  rule  is 
followed.  If  he  wants  to  draw  a  little  out  for  an  emer- 
gency, he  signs  an  order,  the  pay  master  gives  him  the 
money,  and  he  is  not  even  obliged  to  go  to  the  bank. 

If  he  leaves  our  employ,  we  do  not  give  him  the  money, 
but  simply  hand  his  bank  book  to  him,  in  which  we  in- 
sert  a  statement  that  he  has  been  started  on  the  road  to 
saving  and  we  express  the  hope  that,  no  matter  where 
he  goes,  he  will  keep  his  bank  account,  and  that,  there- 
after, all  that  will  be  necessary  for  him  to  continue  the 
bank  account,  will  be  to  go  to  the  bank  with  his  book, 
whenever  the  bank  is  open  and  make  whatever  deposits 
he  desires. 

In  regard  to  the  second  condition  necessary  for  the 
success  of  the  plan,  namely,  that  the  management  be 
energetically  behind  the  savings  idea,  would  say  that  this 
must  be  made  perfectly  clear  to  the  employees.  We 
appealed  directly  to  the  men  by  putting  a  letter  in  their 
pay  envelopes,  over  the  general  manager's  signature,  em- 
phasizing the  importance  and  necessity  of  thrift,  and 
urging  their  support  of  the  thrift  plan  which  a  committee 
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of  foremen  and  workmen  had  prepared  and  were  about 
to  submit. 

The  third  condition  in  regard  to  getting  the  foremen 
interested  is  of  unusual  importance  because  the  men, 
being  naturally  conservative,  are  sure  to  ask  questions 
regarding  the  innovation.  If  the  foreman  is  well  posted 
on  the  features  of  the  plan  and  can  answer  questions 
satisfactorily  and  in  a  spirit  that  shows  he  believes  in 
it,  the  workman  is  almost  bound  to  feel  warranted  in 
starting  a  savings  account.  The  general  manager,  at  his 
regular  meetings  with  his  foremen,  spoke  of  the  plan  at 
intervals  several  weeks  before  it  was  actually  started 
and  when  the  campaign  was  begun  the  foremen,  as  a 
rule,  believed  it  was  an  excellent  move,  particularly  for 
the  future  welfare  of  the  men  themselves. 

In  regard  to  the  fourth  condition,  namely,  the  organ- 
ization for  introducing  it  into  the  plant,  would  say  that 
this  is,  of  course,  something  that  would  vary  depending 
upon  the  size  of  the  plant,  the  nature  of  their  or- 
ganization, and  the  methods  that  are  usually  followed  in 
the  various  plants  for  conducting  campaigns  among  the 
men.  Most  plants  have  committees  of  one  sort  or  another 
that  can  undertake  this  work,  augmented  by  such  spe- 
cial committees  as  the  occasion  demands.  For  instance, 
it  is  highly  desirable  that  a  special  committee  be  ap- 
pointed, consisting  of  representatives  of  the  principal 
foreign-speaking  peoples  in  each  particular  plant.  These 
men  should  be  called  together  a  sufficient  number  of 
times  to  properly  instruct  them  as  to  the  plan  in  detail 
and  get  their  support.  This  is  of  vital  consequence  in 
reaching  this  portion  of  any  factory's  employees  for  the 
reason  that  English,  as  written,  is  not  understood  by 
a  large  number  and,  therefore,  the  direct  appeal  of  the 
management,  previously  referred  to,  may  not  be  imder- 
stood.  Even  the  foremen's  explanations  in  English  may 
not  be  clearly  seen,  so,  if  the  matter  could  be  explained  to 
the  foreign-speaking  people  in  their  own  tongue  by 
their   own   people,    who   understood   it   thoroughly    and 
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appreciated  it,  the  response  is  much  more  Hkely  to  be 
favorable,  than  otherwise. 

Now,  as  to  the  results: 

In  the  plant,  with  which  the  writer  is  connected,  after 
three  campaigns  held  at  intervals  of  about  three  months, 
between  70  per  cent  and  75  per  cent  of  the  entire  force 
have  become  regular  bank  depositors.  The  plan  has 
recently  been  extended  to  other  large  plants  in  the  city, 
but  these  plants  have  not  as  yet  had  an  opportunitv  to 
exert  the  fullest  measure  of  effort,  nor  has  the  response 
been  as  favorable  as  is  expected  later.  Some  of  the 
plants,  after  opening  the  plan  with  a  campaign,  have  left 
same  open  without  stimulating  further  large  numbers  of 
subscriptions  by  additional  campaigns.  These  plants  are 
not  making  as  good  progress  as  two  of  the  larger  plants 
who  are  using  the  campaign  method. 

The  tabulated  results  of  the  system  to  date  are  as 
f ollov/s  in  seven  plants  in  Worcester : 

Data   Reference,   Worcester    (Mass.)    Savings    Vl.w 
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^  In  connection  with  the  experience  as  represented  in 
this  table  covering  several  plants,  it  will  be  seen  that  the 
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plan  gives  every  indication  of  being  continuously  suc- 
cessful. It  will  be  noted  that  of  the  number  of  sub- 
scribers those  that  drop  the  plan  are  few,  indicating  that 
once  a  man  is  brought  to  a  realization  of  the  value  of 
saving  he  is  not  easily  diverted  from  the  thrift  habit. 
Of  the  upwards  of  five  thousand  subcribers  in  Wor- 
cester only  one  hundred  and  fifty,  or  approximately  3  per 
cent,  have  dropped  out,  for  one  reason  or  another.  Of 
course,  this  does  not  take  into  consideration  those  orig- 
inally subscribing,  who  have  left  the  companies'  employ. 
It  is  impossible  to  find  out  exactly  how  many  of  these 
retain  the  savings  practice.  In  the  number  of  subscribers 
reported  in  the  preceding  table,  no  account  is,  therefore, 
taken  of  these. 

The  last  column  of  the  table,  namely,  the  number  of 
increases  is  especially  significant  as  indicating  even 
more  strongly  than  the  column  showing  the  small  per- 
centages dropping  out,  that  the  men  appreciate  the  op- 
portunity of  saving.  In  Plant  A,  three  hundred  and  forty- 
one,  or  upwards  of  16  per  cent,  have  voluntarily  in- 
creased the  amount  of  their  weekly  deposits.  In  Plant 
B,  upwards  of  20  per  cent  have  voluntarily  increased 
their  weekly  deposits.  In  another  connection,  too,  these 
figures  are  significant.  It  was  thought  at  first  that  the 
employees  might  feel,  if  employers  knew  what  their  em- 
ployees were  saving,  that  this  might  have  an  effect  on 
future  wages,  on  steady  employment,  etc.  This  argument 
was  met  by  emphasizing  to  the  men  that,  in  these  days, 
employers  prefer  the  thrifty  employee  and  that,  instead 
of  a  savings  account  working  to  the  disadvantage  of  an 
employee,  it  would  much  more  likely  work  the  other  way. 
The  voluntary  increases  of  large  numbers  of  employees 
after  the  plan  had  once  been  established,  would  seem  to 
prove  that  there  was  no  feeling  on  their  part  that  in- 
formation as  to  their  savings  would  be  improperly  used 
by  employers. 

The  question  may  be  asked  as  to  whether  or  not 
foreign-born   employees    subscribe    freely    to   a    savings 
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system  of  this  kind.  The  experience  of  Plant  A  is,  of 
course,  well  known  to  the  writer  and  we  find  that  as  a 
general  rule,  these  people  support  the  plan  better  than  do 
the  English  speaking.  Inquiry  has  been  made  as  to  the 
experience  of  the  other  concerns  in  the  same  direction 
and  they  report,  quite  generally,  that  while  the  foreign- 
born  seem  a  little  hesitant  at  first,  after  a  few  of  their 
countrymen  take  accounts  and  the  value  of  saving  in 
this  manner  is  demonstrated  to  them,  the  others  become 
very  easily  interested  and  once  interested  they  are  very 
glad  to  remain  continuous  subscribers. 

In  general,  we  think  that  the  Worcester  savings  plan 
has  had  a  good  start.  We  are  well  satisfied  with  the 
system  of  having  employees  save  through  the  local  sav- 
ings banks.  We  believe,  too,  that  the  workmen  are 
thoroughly  satisfied  with  this  method.  It  has  not  been 
necessary  in  inaugurating  this  system  for  the  manufac- 
turers to  offer  any  bonus  or  additional  interest  to  the 
men  beyond  the  regular  rate  of  interest  given  by  the 
banks.  The  manufacturers,  of  course,  have  the  clerical 
expense  of  looking  after  the  various  accounts,  but,  real- 
izing the  value  of  thrift  to  their  men,  have  gladly  under- 
taken this  slight  expense.  The  savings  banks  do  not 
take  care  of  any  of  the  clerical  expense  incident  to  the 
work  at  the  plants  themselves. 

In  conclusion,  it  would  seem  to  the  writer  that  the 
savings  banks  in  any  community  should  get  together  and, 
operating  through  a  joint  committee,  try  to  interest  man- 
agers of  plants  in  their  locality.  Preferably  this  could 
be  done  by  a  man  who  could  be  employed  especially  for 
the  purpose.  Obviously,  it  is  highly  desirable  to  have 
one  approved  method  in  any  section  for  stimulating  sav- 
ing. One  plan  would  get  better  advertising,  would  be 
better  known  generally,  and  therefore,  much  more  efiPec- 
tive  as  to  results  accomplished  than  if  a  number  of 
methods  were  followed  in  the  various  shops.  If  the 
interest  of  employers  is  obtained  and  that  interest  man- 
ifested clearly  to  the  employees,  and  the  organization  of 
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plant  foremen  and  shop  committees  thoroughly  imbued 
with  the  importance  of  saving  and  the  desirability  of  a 
simple  savings  plan  for  the  employees,  there  would  seem 
to  be  no  question  as  to  the  excellent  results  to  be  accom- 
plished. 

It  is  well  worth  the  effort,  not  only  for  the  welfare 
of  the  employees  themselves  and  their  families  but 
through  the  process  there  are  developed  better  citizens  of 
the  community  and  of  the  nation. 

The  workings  of  the  plan  during  the  industrial  de- 
pression which  began  in  the  latter  half  of  1920-21,  are 
described  as  follows  :- 

(a)  Relation  of  IVithdraivals  to  Deposits 
This  is  of  vital  importance  in  determining  the  true 
value  of  any  savings  plan.  Along  this  line  it  is  most  in- 
teresting to  note  that  at  no  time  has  the  amount  of  with- 
drawals equalled  the  amount  of  deposits,  and  in  most 
cases  has  not  amounted  to  50  per  cent.  Even  during 
Christmas  week  the  amount  withdrawn  was  not  equal  to 
the  amount  deposited. 

(b)     Comparison    of    Accounts    of   Men    Laid    off    with 

Those   of  Men  Retained 

We  would  naturally  expect  that  the  men  laid  off  would 
not  keep  up  their  accounts  and  the  figures  prove  this. 
The  withdrawals  of  the  men  who  left  the  company's 
employ,  either  through  resignation  or  reduction  of  forces 
incident  to  business  depression,  showed  that  88  per  cent 
of  their  deposits  had  been  withdrawn  during  this  period, 
while  only  35.5  per  cent  of  the  amount  deposited  by 
those  still  with  the  company  was  withdrawn.  A  study 
of  those  who  left  showed  that  49  per  cent  had  closed 
their  accounts,  43  per  cent  had  withdrawn  a  large  amount 
of  their  savings,  while  8  per  cent  had  left  their  accounts 
intact. 

(c)     Relation   of  Length   of  Service   to  Savings 

Believing  that  it  would  be  interesting  to  know  the 
class  of  men  who  were  saving,  study  was  made  to  deter- 
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mine  what  relation  the  length  of  service  had  to  saving, 
and  it  was  found  that  the  ''floaters"  or  those  who,  seem- 
ingly, did  not  work  long  at  any  job,  did  not  save  so  well 
as  the  more  desirable,  or  longer  service,  men.  This  is 
shown  by  the  fact  that,  while  in  October,  1920,  45.6 
per  cent  of  the  savers  were  of  two  years'  service  or  more, 
in  January,  1921,  this  percentage  had  increased  to  58  per 
cent,  while  the  savings  among  the  six  month  men  or 
less  had  dropped  from  13.7  per  cent  to  7  per  cent. 

(d)     Percentage    of   Force    Saznng 

Another  salient  fact  is  that  the  percentage  of  the  force 
saving  did  not  vary  during  the  three  months  more  than 
3j4  per  cent  either  way  from  an  average  of  62  per  cent, 
which  proved  to  the  workmen  that  the  fact  that  they  had 
money  in  the  bank  did  not  influence  the  management  to 
take  any  unfair  advantage  of  them  by  laying  off  these 
men.  In  fact,  the  management  met  this  argument  when 
the  plan  was  originated,  by  stating  that  they  considered 
an  employee  who  could  save  and  was  saving  more  desir- 
able than  one  who  was  not. 

(e)     Average  Deposit  per  Saver 

The  average  deposit  per  saver  has  varied  very  little, 
which  shows  that,  although  many  of  these  men  were 
working  reduced  hours,  they  did  not  give  up  saving  or 
decrease  the  amount  of  their  deposits  during  that  period. 

(/)     Attitude    of   Employees 

From  talking  with  employees  who  are  taking  advan- 
tage of  this  opportunity  for  saving,  unanimous  apprecia- 
tion of  the  plan  was  found,  many  employees  going  so 
far  as  to  say  that  they  consider  it  the  best  thing  the 
concern  has  done  for  the  employees,  although  many 
other  welfare  and  service  activities  are  carried  on  by  the 
company.  Many  employees  stated  that  their  only  regret 
was  that  they  had  not  specified  larger  amounts  for 
weekly   deposit    during  the    good    times,   1)Ut    that   they 
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considered  themselves  fortunate  to  have  been  able  to  take 
advantage  of  the  plan  at  all. 

(g)     Necessity   or    Value   of   Thrift  as  Shown   by   Dull 

Period 

The  attitude  above  related  of  the  employees  them- 
selves furnishes  the  most  satisfactory  proof  that  some 
form  of  promoting  thrift  is  of  the  utmost  importance 
and  value  and  that  the  best  method  to  pursue  in  the  fur- 
therance of  thrift  among  industrial  workers  is  a  plan 
whereby  voluntary  saving  is  systematized  and  made  easy 
and  simple  for  the  employee.  The  value  of  such  a  sys- 
tem is  demonstrated  by  the  amounts  that  the  employees 
of  at  least  one  manufacturing  plant  have  saved. 

After  careful  observation  of  the  progress  of  the  plan 
during  the  past  year,  when  both  favorable  and  unsatis- 
factory business  conditions  have  prevailed,  the  company 
is  convinced  that  it  is  thoroughly  efficient  and  practical 
and,  because  of  its  simplicity,  satisfactory  alike  to  em- 
ployer and  employee. 

Stkomberg-Carlson  Telephone  Manufacturing  Company 

This  company  has  for  many  years  enabled  employees 
to  store  up  money  through  their  giving  instructions  to 
deduct  money  from  their  wages  each  week  and  deposit 
same  for  them  in  one  of  the  local  savings  banks.  About 
10  per  cent  of  the  employees  usually  are  saving  under 
this  particular  plan.  The  amount  saved  ranges  from  25 
cents  up  to  $10  a  week  with  an  occasional  amount  under 
special  circumstances  in  advance  of  the  higher  sum. 

The  company  aided  one  of  the  other  local  savings 
banks  in  establishing  bank  accounts  through  securing  a 
unique  style  of  bank  which  the  employee  was  to  keep 
at  home,  use  for  small  change  and  then  bring  it  to  the 
bank  to  be  unlocked  and  deposited  to  his  account.  Some 
of  the  employees  who  do  not  cafe  for  the  more  direct 
participation  by  this  company  in  their  personal  affairs, 
which  occurs  when  the  money  is  deducted  from  their 


1 


30 


FINANCIAL   INCENTIVES   FOR 


wages  and  deposited  in  the  bank  for  them,  have  taken 
advantage  of  this  plan.  Stromberg  employees  participated 
to  a  large  extent  in  the  various  government  loans  and 
Thrift  Stamp  campaigns  but  interest  in  the  Thrift  Stamp 
campaigns  fell  off  every  generally  in  1920  and  in  1921 
only  one  or  two  cared  to  take  advantage  of  the  govern- 
ment issues. 

Atlantic  Terra  Cotta  Company,  Plant  2,  Perth  Amboy,  NJ. 

Goverment  Stamp  Saving  Plan 

All  of  the  two  hundred  and  fifty  employees  of  this 
company  may  participate  in  the  government  stamp  sav- 
ing plan  which  was  established  November,  1920. 

An  amount  designated  by  the  employee  is  taken  from 
his  pay  envelope  weekly,  with  which  is  purchased  gov- 
ernment stamps  for  him.  Stamps  are  kept  on  cards 
furnished  by  the  government  and  the  participant  is  paid 
off  in  stamps  purchased  and  cash  balance,  on  his  demand 
in  writing. 

Some  employees  accumulate  sufficient  stamps  which 
they  have  registered  at  the  United  States  Post  Office, 
and  which  are  convertible  at  any  time  in  cash  and  in- 
terest accrued.  Stamps  may  be  cashed  in  at  any  time. 
About  $60  is  saved  weekly  by  this  plan. 

Some  employees  withdraw  suddenly  and  want  cash  in 
place  of  stamps  which  may  cause  some  inconvenience 
and  extra  bookkeeping. 

Brooklyn  Daily  Eagle,  Brooklyn.  New  York 
The  savings  bank  thrift  plan  of  the  Brooklyn  Daily 
Eagle  employees,  was  the  result  of  solicitation  by  a  local 
savings  bank  through  the  Eagle  Welfare  Society. 

The  employee  fills  out  an  application  blank  and  states 
how  much  per  week  he  wants  to  save.  The  bank  issues 
to  each  one  a  number  and  a  pass  book,  which  is  kept 
at  the  bank.  Each  week  the  company  cashier  deducts 
the  amount  from  the  pay  envelope,  check  for  the  total 
amount  is  drawn  to  the  order  of  Brooklyn  Savings  Bank 
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in  exchange  for  the  cash  each  week  and  sent  to  the  bank 
with  a  duplicate  list,  giving  name  and  number  and  amount 
that  goes  to  make  up  the  amount  of  check.  The  bank 
then  credits  the  individual  accounts  with  the  respective 
amount.  The  company  gets  a  duplicate  receipt  for  the 
total  amount  deposited  each  week.  There  are  no  book 
records  kept  by  the  company. 

In  January,  1921,  forty-four  of  the  six  hundred  and 
fifty  employees  were  saving  a  total  of  $170  per  week. 

Of  the  nineteen  hundred  and  eighty  employees  of  the 
V'ermont  Marble  Company,  one  hundred  and  forty  have 
joined  the  company's  thrift  plan  by  notifying  the  pay  de- 
partment to  deduct  a  stated  amount  from  their  salaries, 
which  the  company  deposits  at  the  end  of  the  month  in  a 
local  bank,  to  the  employee's  credit. 

THRIFT  PLANS  OPERATED  BY  OR  WITH 

SAVINGS  BANKS 

The  question  of  operating  a  thrift  system  in  con- 
junction with  a  savings  bank  is  the  subject  of  a  study  by 
the  Secretary  of  the  Savings  Bank  Section  of  the  Amer- 
ican Bankers  Association.^ 

The  report  makes  the  following  analysis  of  the  four 
types  of^  plans  by  means  of  which  employers  cooperate 
with  savings  banks : 

The  industrial  savings  systems  which  operate  in  con- 
junction with  the  banks  may  be  classified  according  to 
general  characteristics  as  follows: 

1.  The  operation  of  a  branch  bank  in  the  office  of 
the  employer; 

2.  Sending  a  teller  or  agent  of  the  bank  into  the 
plant  to  canvass  for  accounts  and  deposits ; 

3.  Deduction  on  payroll  of  stated  deposits  which 
are  forwarded  by  the  employer  to  the  bank,  all  other 
transactions  being  direct  with  the  bank; 

» By   Lee    Day   Woodworth,    Industrial    Savings    Banking.      Journal    of 
American     Bankers     Association.       September,     1920.  J"u'i'-i    ui 
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4.  The  vending  of  stamps  or  certificates  which  will 
be  credited  at  the  bank  as  deposits. 

Each  of  these  plans  provides  for  the  care  and  man- 
agement of  savings  funds  along  the  most  approved  lines, 
under  the  pass  book  system  and  with  the  usual  form  of 
rules  and  regulations  which  were  first  developed  by  the 
mutual  savings  banks  of  the  east  and  which  have  gen- 
erally been  adopted  by  commercial  banks  and  trust 
companies  when  they  enter  the  field  of  savings  banking. 

Also,  each  of  the  plans  is  in  no  sense  experimental, 
now  being  in  successful  operation  in  various  plants,  but 
with  varying  success.  Each  will  be  described  in  some 
detail. 

None  of  these  plans  is  to  be  considered  as  replacing 
or  obviating  the  need  for  any  of  the  various  general  club 
or  savings  plans  which  have  seasonal,^  business'-  or  senti- 
mental"^ appeals  which  encourage  thrift  and  saving. 
Whether  or  not  special  company  fund  plans  should  be 
continued  independently  of  the  bank  systems  herein 
described  must  be  determined  by  the  facts  in  each  case, 
although  they  usually  include  paternalistic  features 
which  must  be  condemned  on  principle. "* 

1.  Branch  Banks 

The  establishment  of  a  branch  bank  or  office  of  a 
bank  within  the  yard  of  a  plant,  or  even  in  the  pay- 
master's office,  is  undoubtedly  a  desirable  method  where 
warranted  bv  the  amount  of  business. 

A  New  Orleans  bank  maintains  a  branch  in  a  bank 
building  which  is  erected  within  the  yard  of  a  ship- 
building company.  Although  a  success  in  this  case,  the 
plan  has  the  objection  that  employees  do  not  have  full 
freedom  of  choice  as  to  the  bank  with  which  they  will  de- 
posit and  prejudice  may  prevent  some  from  availing 
themselves  of  such  facilities  and  thereby  not  becoming 
savings  depositors. 

'  Christmas,  vacation,  etc. 

*  Life  insurance,  fire  insurance,  family  expenses,  stock  purchase,   i  tc. 
'  Especially  the   war   loans — and  War   Savings   Stamps. 

*  See   Why   Men   Strike,   by   Samuel   Crowther. 
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A  Worcester  bank  has  opened  a  branch  banking  office 
at  the  gate  of  a  large  plant.  It  receives  deposits  for 
accounts  which  are  kept  either  in  the  branch  or  in  the 
main  institution  and  will  only  pay  withdrawal  checks 
on  accounts  which  are  kept  in  the  branch. 

In  other  cases  a  banking  counter  is  maintained  in 
the  paymaster's  office  and  tellers  are  at  the  desk  to  re- 
ceive deposits  on  all  pay  days. 

The  legal  restrictions  on  branch  banking  in  the 
United  States  will  prevent  a  uniform,  or  even  extensive, 
reliance  upon  branch  banks  as  collectors  of  industrial 
savings  deposits. 

2.  Personal  Solicitation 

A  New  England  bank  adopted  the  plan  of  sending 
a  bank  officer  into  the  plant  on  pay  days  both  to  open 
accounts  and  to  receive  deposits. 

This  method  has  the  advantage  of  making  the  bank- 
ing operation  entirely  independent  of  and  unknown  to 
the  employer,  but  it  appears  that  the  overhead  expense  is 
too  great  to  allow  of  the  plan  being  made  self-support- 
ing for  the  bank. 

We  are  advised  that  a  large  proportion  of  employees 
will  deposit  under  such  a  plan,  but  the  average  deposit 
is  too  small  to  warrant  the  use  of  a  bank  official  for  the 
work, — and  there  may  be  some  difficulty  in  distinguish- 
ing such  solicitation  from  a  legal  inhibition  of  branch 
banking. 

But  the  idea  of  personal  solicitation  cannot  be  briefly 
dismissed  on  this  ground  of  expense  if  banks  are  to 
perform  their  natural  and  alloted  function  of  promoting 
saving  and  for  serving  as  the  guardians  of  thrift!  Per- 
sonal solicitation  is  the  only  means  whereby  a  large  pro- 
portion of  industrial  workers  can  be  reached. 

It  may  be  regarded  as  the  duty  of  savings  banks  to 
reach  to  the  persons  of  both  savers  and  non-savers.  If 
the  other  systems  described  herein  do  not  actively  en- 
courage individual  thrift,  it  behooves  the  banks  either  to 
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develop  their  own  means  of  contact  or  to  employ  a  sel- 
ling organization  which  can  carry  the  message  with 
some  profit  for  its  initiative. 

The  present  system  of  banking  hours,  which  are  nut 
even  reasonably  convenient  for  the  great  mass  of  wage- 
earners — and  a  not  infrequent  opinion  that  savings 
banks  (especially  of  the  mutual  type)  are  not  anxious 
for  more  deposits — are  among  our  reasons  for  sugges- 
ting the  present  need  for  both  introspective  and  con- 
structive study  of  the  problems  of  savings  banking. 

The  plans  of  payroll  deduction  or  sale  of  certificates 
or  stamps  to  be  next  described  may  offer  the  solution 
of  this  problem  in  popular  banking,  but  if  the  obvious 
defects  in  each  are  not  overcome  (as  tested  by  results) 
it  may  yet  be  necessary  to  devise  a  practical  method  for 
the  bank  going  direct  to  the  potential  saver, — i.e.,  adopt- 
ing modern  salesmanship. 

3.  Payroll  Deduction 

It  appears  that  the  systems  of  savings  by  industrial 
workers  which  are  operated  through  payroll  deduction 
upon  the  employee's  order  are  in  the  majority  as  to 
number  of  systems  and  also  probably  as  to  the  amount 
of  savings  deposited. 

Two  objections  raised  to  any  plan  depending  upon 
payroll  deduction  are,  first,  that  it  enables  the  employer 
to  know  the  business  affairs  of  the  employee  and  may 
enable  the  employer  to  learn  both  the  amount  of  current 
deposits  and  the  total  in  the  bank;  second,  that  it  savors 
of  paternalism  and  may  in  fact  be  merged  with  welfare 
and  paternalistic  activities  by  the  employer. 

We  must  admit  that  these  objections  have  weight. 
Thus,  after  six  months  of  experience  with  a  payroll 
deduction  system  (in  competition  with  a  partial  payment 
sale  of  10  per  cent  stock)  a  service  manager  writes:  "A 
great  many  employees  resent  this  effort  on  the  ground 
that  it  interferes  too  much  with  the  execution  of  the 
individual's  personal  judgment  and  investment  ability." 
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On  the  other  hand,  General  Manager  Tinsley  of 
Crompton  &  Knowles  writes:  *Tn  many  concerns  the 
plan  was  started  as  a  result  of  request  on  the  part  of  em- 
ployees. As  to  our  own  experience,  would  advise  that 
it  has  only  been  favorable.  We  have  had  cases  where 
our  employees  have  come  to  us  and  wanted  us  to  accept 
several  hundred  dollars'  worth  of  Liberty  Bonds.  We 
have  had  any  number  of  cases  where  men  have  volun- 
tarily increased  the  amount  of  their  deposits  weekly.  In 
a  word,  it  has  seemed  to  us  to  indicate  that  the  men  have 
confidence  in  the  company  and  in  the  plan.  To  that 
extent,  it  seems  to  me,  it  is  an  excellent  thing  for  indus- 
try in  general,  in  that  it  seems  to  develop  a  greater  feel- 
ing of  confidence  between  the  men  and  the  management. 
This  has  been  particularly  gratifying  because  when  the 
plan  was  first  started  it  was  thought  that,  perhaps,  some 
men  might  hesitate  about  subcribing  to  the  plan  on  the 
grounds  that  the  company  might  keep  track  of  what  their 
savings  were  and  might  use  this  information  in  connec- 
tion with  their  rates  of  pay.  We  have  seen  no 
evidence  of  any  such  suspicion.  In  fact,  as  indicated 
above,  the  opposite  has  been  true." 

It  therefore  appears  that  these  objections  indicate 
things  to  be  avoided  in  the  planning  and  operation  of 
the  industrial  savings  system  and  the  need  for  overcom- 
ing any  suspicions  on  the  part  of  ignorant  employees, 
rather  than  to  condemn  in  advance  such  a  simple  and 
efficient  method  of  securing  systematic  savings  deposits. 

This  plan  works  automatically  as  soon  as  placed  in 
operation  by  the  written  order  of  the  employee.  It 
avoids  the  possibility,  or  even  probability,  that  the  calls 
at  the  bank  will  not  be  made  as  provided  in  plan  "1," 
or  that  excuses  will  be  made  for  not  keeping  up  the  full 
amount  contemplated  in  plan  "2."  It  involves  some  ex- 
tra work  for  the  employer,  but  that  is  small  in  com- 
parison with  the  benefits  achieved. 

Various  plans  for  industrial  savings  by  means  of  pay- 
roll deduction  have  been  devised.     They  appear  to  in- 
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crease  in  complexity  somewhat  in  proportion  to  the  size 
of  the  plant.  We  will,  therefore,  indicate  a  series  of 
plans  which  begin  with  one  which  seems  to  be  ample 
for  a  small  plant  and  which  receives  various  refinements 
as  the  employer's  accounting  system  becomes  elaborated. 
All  these  suggestions  will  be  based  upon  plans  in 
actual  operation  and  we  will  note  such  variations  as  they 
come  to  our  attention. 

Deduction  System  A 

The  plan  which  is  most  simple  and  yet  which  may 
be  deemed  adequate  in  some  cases  includes  the  following 
provisions : 

1.  Employer's  Announcement.  A  simple  and  per- 
haps too  simple,  although  ordinarily  adequate,  system 
is  that  of  the  Vermont  Marble  Company,  which  on  two 
occasions  offered  to  make  savings  deductions  for  those 
who  presented  authorization  within  the  following  two 
weeks.  The  announcement  contained  a  few  well-phrased 
arguments  for  thrift  and  saving  and  this  offer: 

We  will  deposit  the  weekly  saving  in  a  savings  bank  to  your 
credit : — to  your  present  account  if  you  have  one  and  if  not  to 
a  new  account  to  be  started.  In  either  case  you  keep  the  pass 
book. 

2.  Employee's  Authorisation.  No  payroll  deduction 
should  be  made  until  after  a  signed  authorization  has 
been  received  from  the  employee.  As  all  essential  details 
as  to  the  management  of  the  money  should  be  contained 
in  the  employer's  announcement  so  that  it  may  be  a 
complete  contract  between  all  parties  concerned,  the 
authorization  should  be  very  simple.  The  authorization 
should  also  avoid  cold,  legal  phraseolog}^  A  variety  of 
forms  will  be  found  below.  That  by  the  Vermont 
Marble  Company  is  as  follows: 

I  wish  to  save   ($  )   by  plan  No.  2\         Please  deposit 

that  amount  weekly  to  my  account  in  the   (name  of  bank).     I 

*  Plan  No.  I  was  for  installment  purchase  of  United  States  bonds  at 
present  market  prices,  No.  2  for  savings  bank  deposits.  No.  3  for  War 
Savings  Stamps  purchases.  At  time  of  our  report  the  numbers  of 
savers  under   each   were   respectively   35,    188   and    i. 
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direct  you  to  take  this  amount  from  my  weekly  allowance  for 
that  purpose. 

3.  Employee's  Notice.  The  amount  deducted  should 
be  noted  on  the  pay  envelopes  or  by  a  suitable  slip  en- 
closed therein. 

This  enclosure  for  the  pay  envelope  may  take  the 
the  form  of  a  certificate  of  deposit.  In  a  plan  now  be- 
ing developed  in  Cleveland  the  bank  issues  these  cer- 
tificates in  denominations  of  $2,  $5  and  v$10,  and  interest 
bearing.  The  employer  buys  enough  suitable  certificates 
each  week  to  fill  its  deduction  orders.  The  certificates 
are  non-negotiable  and  cashable  only  at  the  bank,  the 
bank  having  already  been  supplied  with  the  employee's 
signature  card. 

Deduction  System  B 

A  system  which  appears  to  be  adequate  for  plants  of 
any  size,  which  has  all  legal  points  adequately  covered, 
even  under  the  strict  laws  and  practice  of  New  York 
State,  and  which  (with  small  variations) is  in  successful 
operation  by  the  Eastman  Kodak  Company,  Crompton 
&  Knowles  Loom  Works,  American  Steel  and  Wire 
Company,  U.  S.  Envelope  Company,  Solvay  Process 
Company  (Syracuse  plant),  and  many  others,  merely 
elaborates  the  above  "Deduction  System  A." 

1.  Employees'  Announcement.  A  circular  entitled 
"A  Plan  to  Encourage  Saving  Among  Kodak  Park  Em- 
ployees, Eastman  Kodak  Company,"  reads: 

Employees  who  wish  to  do  so  may  have  a  certain  sum  weekly 
set  aside  from  their  pay  envelope,  or  they  may  pay  to  the  cashier 
at  the  payroll  department  window,  during  the  noon  hour,  a  cer- 
tain sum  weekly  to  be  deposited  in  the  Rochester  Savings  Bank. 
A  receipt  will  be  given  the  employee  each  time  such  an  amount 
is  set  aside  or  paid  in  and  every  six  months  a  statement  will  be 
furnished  from  the  bank  to  each  employee,  showing  the  amount 
on  deposit. 

The  company,  acting  as  agent  for  the  employee,  will  make  no 
charge  for  service  rendered  and  all  money  received  from  the  em- 
ployees will  be  regularly  deposited  in  the  Rochester  Savings 
Rank  in  the  name  of  the  individual  employee,  will  draw  interest 
from  the  first  of  each  month,  the  present  rate  being  4  per  cent 
per  annum,  and  will  be  subject  to  the  rules  of  that  institution. 
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This  money,  when  deposited  in  the  bank  in  the  name  of  the  em- 
ployee who  authorizes  its  deposit,  cannot  be  withdrawn  by  any- 
one but  him  or  her  personally,  or  on  his  or  her  written  order. 

Employees  wishing  to  do  so  may  make  arrangements  with  the 
cashier  at  the  payroll  department  window  and  receive  all  or 
part  of  their  deposits  at  any  time.  It  is,  of  course,  expected 
that  this  will  be  done  only  when  absolutely  necessary. 

All  employees  who  wish  to  have  deposits  made  for  them 
should  sign  and  leave  with  the  cashier  at  the  payroll  department 
window  the  attached  form,  stating  the  amount  which  they  wish 
set  aside  weekly  for  this  purpose,  as  the  object  is  to  encourage 
the  saving  of  a  fixed  amount  weekly. 

The  pass  books  will  be  retained  by  the  payroll  department 
and  sent  to  the  bank  regularly  with  the  deposits.  Employees 
wishing  to  obtain  their  pass  books  should  give  a  week's  notice,  as 
there  are  times  when  the  pass  books  will  necessarily  be  in  use  at 
the  bank.  Employees  leaving  the  employ  of  the  company  will,  of 
course,  receive  their  pass  books  at  the  termination  of  their  service 

The  bank  will  open  l)ut  one  account  with  an  individual  so 
that  employees  now  having  accounts  there  should  leave  their  pass 
books  with  the  cashier  at  the  payroll  department  window  if  they 
wish  to  avail  themselves  of  the  advantages  of  this  plan. 

Twenty-five  cents  or  more  per  week  from  regular  wages  and 
all  or  any  part  of  wage  dividend  will  be  received  for  this  purpose. 

The  money  will  be  carefully  handled  and  an  accurate  record 
kept  by  the  payroll  department,  who  will  see  that  same  is  prop- 
erly credited  and  the  pass  books  safely  kept  in  the  vault. 

The  company  well  understands  that  employee.-^  would  wish  to 
have  such  matters  considered  as  of  a  strictly  confidential  nature 
and  all  may  rest  assured  that  they  will  be  so  treated.  The  in- 
formation will  be  strictly  confined  to  the  few  whose  duty  it  will 
be  to  see  that  the  transactions  are  properly  made. 

It  is  hoped  that  this  plan  will  result  in  a  good  many  of  our 
employees  having  a  permanent  savings  account  which  will  grow 
from  month  to  month  and  year  to  year  until  it  becomes  a  sub- 
stantial sum. 

Thrift  does  not  mean  a  pinchy  miserliness  or  the  hardship 
of  great  self-denial.  It  means  a  lessening  of  extravagance,  the 
cutting  oflF  of  useless  expenditures,  the  cultivation  of  the  saving 
habit  and  preparation  in  time  of  prosperity  for  the  inevitable 
hour  of  need. 

2.     Employee's  Authoricafion.      The  signature  blank 

is  headed,    "Authority    to    Make    Deposit    in    Savings 

Bank,"  and  mav  read  as  follows: 

Please  lay  aside  from  my  pay  envelope  each  week  until  further 

notice    dollars   and    deposit    same    in    my    name    in    the 

Rochester    Savings    Bank,   in    accordance   with    circular    entitled 
"A  Plan  to  Encourage  Savings  Among  Kodak  Park  F'mployecs." 

And  another  form  reads: 
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Please  open  for  me  a  savings  account  in  the  local  bank 
designated  below,  and  withhold  each  week  from  my  wages  for 
deposit  therein,  subject  to  the  rules  of  the  bank  and  in  accordance 
with  the  plan  as  outlined  and  announced  by  the  company, 
November  8,  1919,  the  sum  of dollars. 

The  applicant  also  signs  the  bank's  signature  card. 
Form  No.  4,  printed  on  adhesive  paper,  was  especially 
designed  for  this  purpose. 

3.  Office  Record.  The  following  blank  is  used  for 
a  record  of  deductions  for  each  employee.  (See  form 
No.  1.) 


Reg. 

No.                      NAME 

R.  S.  B. 
Account  No. 

WEEKLY  DEDUCTION 
Begin              Amt.       Discontinued 

WEEKLY  DEDUCTION 
Begin              Amt.       Discontinued 





Authority  to 
Deduct  Filed 

Signature 
Filed 

Account  Closed 

Pass  Book  Delv'd 

Form  No.  i- 


-Employer's  record  of  deduction  authorizations 

3^x5"    CARD 


4.  Deposit  Record.  A  blank  book  is  used  in  which 
are  listed  the  names  of  all  depositors  with  their  bank 
book  numbers  and  amounts  of  w^eekly  deductions,  with 
total  for  the  month.  (See  form  No.  2.)  A  carbon  copy 
of  all  entries,  except  the  weekly  payments,  is  available 
for  use  as  the  deposit  slip.     (See  form  No.  2.) 
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5.  Employee's  Notice.  To  give  notice  of  the 
amount  deducted  and  the  pass  book  balance  (the  book 
being  in  employer's  custody),  a  statement  should  be  en- 
closed in  the  pay  envelope.  The  American  Steel  &  Wire 
Company  and  the  Crompton  &  Knowles  Loom  Works, 
which  have  systems  similar  to  the  one  here  described, 
use  a  blank  reproduced  as  form  No.  3. 


Name Check  No. 

There  has  been  deducted  from  your  wages 

today  for  deposit  in  the  savings  bank  $ 

This  will  make  the  total  balance  on 

deposit  in  your  favor  $ 

AMERICAN  STEEL  &  WIRE  COMPANY 


(Date) 


Form  No.  3 — Form  to  be  enclosed  in  pay  envelope,  to  give 

NOTICE    of    deduction 

6.  Comment.  J.  F.  Tinsley,  general  manager  of  the 
Crompton  &  Knowles  Loom  Works,  after  describing  the 
operation  of  this  plan  (Journal  of  the  American  Bankers 
Association,  January,  1920),  says: 

Besides  its  simplicity  and  clearness,  there  arc  other  advan- 
tages to  the  employee : 

1.  If  at  any  time  a  subscriber  wants  to  withdraw  some 
of  his  savings  he  merely  has  to  go  to  the  company's  cashier, 
call  for  his  book,  be  identified,  and  sign  a  receipt  for  the 
book,  which  is  handed  over  to  him.  After  making  his  with- 
drawal at  the  bank,  the  employee  returns  his  bank  book  to 
the    cashier's    office. 

2.  In  case  a  subscriber  leaves  the  company's  employ,  the 
book  is  given  him  with  his  final  pay,  together  with  a  statement 
in  various  languages,  advising  him  to  keep  the  book  and  to 
continue  making  his  deposits  at  the  bank  weekly. 

3.  In  case  of  sickness  or  trouble  in  the  subscriber's  family 
he  has  the  privilege  of  suspending  his  deposits  for  whatever 
length   of    time   he   wishes. 
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4.  At  any  time  he  may  increase  or  decrease  the  amount, 
by  merely  notifying  his  foreman,  who,  in  turn,  notifies  the 
payroll   department. 

5.  As  it  is  a  straight  savings  bank  proposition,  the  sub- 
scriber's money   is  safe  and   the   interest   fluctuates   very   little. 

It  is  the  plan  of  the  company  to  reopen  this  work  once  in 
six  months  to  give  men  who  have  not  formerly  subscribed  a 
chance  to  take  advantage  of   it. 

In  the  Crompton  &  Knowles  plan,  the  banks  send  a 
representative  to  the  plant  at  a  stated  time  to  obtain 
signatures.  Under  other  plans  the  signature  cards  are 
delivered  to  the  company  and  by  it  forwarded.  (See 
form  No.  4.) 


ROCHESTER  SAVINGS  BANK 

ROCHESTER,  N.  Y. 

Please  write /u// name  twice  in  spaces  indicated  below,  giving 
your  residence,  and  mail  this  slip  at  once  to  the  bank. 

No 


Name 


Name 


Residence 


Form  No.  4 — Signature  slip,  3"  x  5",  on  adhesive  paper,  to  be 

TRANSMITTED  BY  EMPLOYEE  TO  BANK  AND  PASTED  ON  CARD  AT  BANK 

Whether  or  not  the  pass  book  shall  be  left  at  the 
bank  for  credits,  retained  by  the  employer  to  be  sent 
to  the  bank  with  each  deposit,  or  held  by  the  employee, 
is  a  matter  of  detail  to  be  settled  according  to  the  pro- 
visions of  law  or  preferences  of  the  individuals  in  each 
case — but  banks  should  usually  decline  to  keep  the  book 
and  it  should  remain  in  the  employee's  hands  if  possible. 

Deduction  System  C 

Simple  but  interesting  variations  from  the  system 
just  described  under  the  heading  "Deduction  System  B" 
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are  found  in  the  well-developed  plan  of  the  Goodyear 
Tire  and  Rubber  Company.  We  will  explain  the  sys- 
tem in  the  way  that  it  has  been  handled  by  the  com- 
pany in  placing  it  before  employees. 

The  essential  details  are  stated  very  concisely  in  the 
factory  organ  as  follows: 

How  THE  Thrift  Savings  Plan  Works 

1.  Fill  out  the  blank  below.     Write  plainly. 

2.  Mail  blank  to  Service  Subdivision,  Factory  Office. 

3.  Service  Subdivision  acknowledges  receipt  of  blank  with 
a  letter  to  subscriber. 

4.  The  subscriber  takes  the  letter  to  the  bank  he  designated 
and  signs  up,  starting  his  account  there. 

5.  Bank  then  sends  Service  Subdivision  account  number. 
This   is   turned   over  to   payroll   department. 

6.  Deductions  from  pay  begin  on  the  next  pay  following  and 
continue  until  the  employee  designates,  in  writing,  that  they 
shall  stop. 

7.  In  each  pay  envelope  there  will  be  a  receipt  for  the  amount 
deducted  and  deposited  for  him. 

8.  Employees  are  to  take  these  receipts  to  the  bank,  at  least 
once  a  month  and  be  credited  for  the  same  in  their  pass  books. 

9.  Only  amounts  credited  in  pass  books  may  be  drawn  from 
the  bank. 


Date Account  No . 

(Do   not   fill   in   the  above   space.) 


THE  GOODYEAR  TIRE  &  RUBBER  CO. 
Service  Subdivision 

Please  deduct  from  my  pay  envelope  each  pay  day 

dollars    ($ ),  to   be  deposited  to  my  account   in  the 


(Here  designate  the  bank  you  wish   to  use.) 


Signed 


(Do    not   print   name.      Write   plainly.) 
Card  No Dept 

Address  


Mail  this  blank,  properly  filled  in,  to  the  Service  Subdivision, 
Factory  Office. 

Additional  explanation  is  made  by  the  company  as 
follows : 
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1.  In  the  event  that  an  employee  already  has  a  savings  ac- 
count with  the  bank  he  shall  so  indicate  on  his  deduction  applica- 
tion, giving  number  thereof.  The  fact  that  an  employee  has  an 
account  must  be  substantiated  by  the  Service  Subdivision  before 
the  deduction  application  is  sent  to  the  payroll  department. 

2.  No  funds  can  be  withdrawn  except  by  presentation  of 
pass  book  to  the  bank  in  which  the  money  has  been  deposited. 

3.  In  the  event  that  an  employee  wishes  to  discontinue  his 
deductions  he  must  call  at  the  Service  Subdivision  of  the  Person- 
nel Department  and  fill  out  blank  form  provided  for  that  purpose. 

4.  The  Service  Subdivision  will  retain  all  blanks  until  official 
notification  has  been  received  from  the  bank  designated  that  the 
employee  has  called  at  the  bank  and  filled  out  his  signature  card, 
this  official  notification  to  show  the  account  number  assigned  by 
the  bank. 

5.  Upon  receipt  of  the  official  notification  from  the  designated 
bank,  the  Service  Subdivision  will  deliver  to  the  Payroll  Division 
the  original  signed  application,  with  the  bank's  account  number 
attached.  Deductions  will  be  made  from  the  next  succeeding  pay. 
After  each  pay  period,  Treasury  Department  check  with  a  list 
in  duplicate  will  be  sent  to  each  bank,  showing — 

a.  Account   number. 

b.  Individual's  name. 

c.  Amount  of  individual  deduction. 

One  list  is  to  be  receipted  for  by  the  bank  and  returned,  when 
they    will    be    filed    in    the    payroll    department. 

Payroll  department  will  insert  in  each  envelope  from  which 
an  amount  has  been  deducted,  a  special  receipt  showing  the 
amount  deducted  and  the  bank  in  which  such  amount  has  been 
deposited.  Employees  are  expected  to  call  at  the  bank  at  least 
once  each  month  with  their  receipts,  when  the  amounts  credited 
will  be  entered  in  the  pass  book  and  receipts  retained  by  bank. 

The  accounting  phases  are  explained  in  a  special 
bulletin 

4.    Savings  Certificates 

Under  this  heading  we  will  group  those  plans  for 
industrial  saving  which  avoid  payroll  deduction  by  the 
use  of  some  form  of  savings  certificate.  These  plans 
may  or  may  not  involve  an  agreement  for  systematic 
saving,  as  in  some  cases  they  are  only  intended  to 
facilitate  deposits.  Such  plans  are  intended  to  please 
those  who  wish  to  keep  from  their  employer  all  informa- 
tion as  to  their  personal  afifairs.  They  are  also 
more  flexible  and  not  so  strict  in  operation  as  is  any 
plan  operated  by  payroll  deduction,  i.e.,  it  is  easier  for 
the  saver  to  *'beg  off"  from  his  promise  to  himself ! 
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Certificate  System  A 

There  is  in  contemplation  an  industrial  system  based 
on  the  sale  of  thrift  certificates.  This  plan  would 
operate  independently  of  the  employer  and  without  pay- 
roll deduction,  but  as  a  means  for  increasing  the  savings 
account  at  the  bank. 

Whether  or  not  there  is  a  substantial  need  for  such 
a  system  remains  to  be  demonstrated. 

The  locality  in  which  this  plan  is  being  developed 
and  tried  will  furnish  a  full  report  to  the  American 
Bankers  Association  in  due  course  and  steps  will  then 
be  taken  to  avail  of  that  experience. 

Certificate  System  B 
("Automatic  Receiving  Teller  Thrift  System") 

Many  plants  have  installed  a  slot  machine  called 
"The  Automatic  Receiving  Teller,"  which  vends  stamps 
of  1,  5,  10  and  25  cent  denominations.  Each  stamp  is 
numbered  and  bears  the  name  of  the  bank  which  will 
credit  the  amount  as  a  deposit. 

Folders  are  supplied  by  the  bank  upon  which  to 
paste  the  stamps  as  obtained  from  the  machine. 

The  folders  may  show  the  name  and  address  of  the 
owner  and  the  bank  then  refuses  to  accept  the  attached 
stamps  for  deposit  from  any  other  person.  The  stamps 
may  be  initialed  to  protect  the  owner  in  case  of  loss. 

The  arguments  for  this  method  include  the  ease  with 
which  spare  change  may  be  saved,  and  absolute  secrecy 
from  the  employer. 

These  machines  have  been  installed  in  the  Stewart- 
Warner  Speedometer  and  many  other  plants. 

Certificate  System  C 
(Indtistrial  Banking  System,  Inc.) 

A  stamp  system  operating  in  the  Yale  &  Towne 
Manufacturing  Co.  plant,  and  elsewhere  in  New  Eng- 
land, is  as  follows: 

1.  The  employee  hands  his  bank  signature  card  to 
the  employer  with  the  amount  of  his  first  deposit. 

2.  The  employer  sends  the  signature  card  and  the 
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depobit  In  the  bank,  whereupon  the  bank  i&hue.>5  a  [m^b 
hook.        *■ 

The  pass  book  is  a  special  form  for  which  patent 
has  been  apphed.  In  front  of  the  blanks  for  enter inj^ 
deposits,  withdrawals  and  balances,  are  a  series  of  pages 
upon  which  to  paste  stamps  as  purchased  in  blanks 
numbered  serially. 

3.  The  pass  book  is  sent  by  the  bank  to  the  em- 
ployer for  delivery  to  the  depositor. 

4.  The  employer  is  supplied  with  special  gummed 
stamps  printed  in  couplets,  "original"  and  "duplicate," 
serially  numbered,  showing  denomination  and  name  of 
bank  in  which  deposits  are  to  be  made. 

5.  The  employee  applies  to  the  employer  for  a 
stamp  or  stamps  of  any  denomination.  The  employer 
places  the  original  stamp  in  the  pass  book  marked  for 
deposit  No.  2,  or  the  first  vacant  place  thereafter,  and 
the  duplicate  stamp  of  the  couplet  upon  the  coupon 
which  bears  the  corresponding  deposit  number  and  which 
he  then  detaches. 

6.  The  pass  book  is  returned  to  the  employee  and 
the  duplicate  coupon  is  sent  to  the  bank.  (In  practice 
the  book  may  be  left  with  the  employer.) 

7.  When  the  pass  book  is  to  be  written  up  by  the 
bank  on  the  regulation  form  in  the  back  of  the  coupon 
book,  the  original  stamps  in  the  coupon  book  are  com- 
pared with  the  duplicates  received  by  the  bank.  The 
total  can  then  be  entered  in  the  pass  book  account  and 
the  stamps  cancelled. 

It  is  claimed  for  this  system  that  there  is  full  protec- 
tion against  any  improper  use  of  the  stamps,  that  the 
employer  is  required  to  do  no  writing  or  keep  no  special 
accounts  with  employees,  that  it  does  not  come  within 
the  statutes  against  branch  banking,  and  that  the  fac- 
tory acts  as  the  agent  of  the  depositor  only. 

An  essential  feature  of  this  system  is  the  service, 
which  includes  personal  canvassing  among  employees  to 
open  accounts  and  sell  stamps. 
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3    year^* 
service 
required 
for 

participa- 
tion 

I  year's  ser- 
vice     required 
for      participa- 
tion.    To    join 
after       with- 
drawal    re- 
quires       Trus- 
tees'      permis- 
sion 

Payments 
must    be    from 
wages,      bonus 
or    interest    on 
company's     in- 
vestments. 

Withdrawals 

1 

On     is     days' 
notice.       Em- 
ployee      forfeits 
company's      con- 
tribution   (%    at 
end    of    I    year, 
%    at    end    of   -' 
years,    etc.) 

On    demand,     lo 
years'  service  (5 
for   women   mar- 
rying)    required 
to     secure     com- 
pany's   contribu- 
tion,    except     in 
death. 

Allowed,    but 
must    be    entire. 
Company's     con- 
tribution        for- 
feited   unless 
permanently  dis- 
abled   or    honor- 
ably   discharged. 

30     days'    notice 
may  be  required. 
Withdrawal      al- 
lowed  on   death, 
compulsory       on 
leaving  company 

Interest 
Rate 

(U 
(L> 

•4-' 

c 

rt 

rt 
3 
bO 

S%    plus 

interest    on 

forfeitures 

(1920,      2}^%) 

3%   on   partial, 
6%     on     fully 
paid         certifi- 
cates 

Contribution 
By    Company 

Equal   to 

employee's 

deposits 

S%    of   its 
earnings 
(also     used 
in    pension 
fund) 

50%    of 

member's 

deposits 

3 
0 

55 

1 
Contribution 

By    Employees 

May    deposit    $s 
or    multiple,    up 
to      I  o  %     o  f 
salary.     Maxi- 
mum   $300    a 
year 

5%     of     salary, 
alaximum      $150 
a   year 

Maximum        or- 
dinarily    5%     of 
earnings.     Maxi- 
mum     salary 
$4,000 

At   pay-day  or  2 
days     after,     $1, 
$S,    or   multiples 
accepted.     Maxi- 
mum   ^/a    of   sal- 
ary 

How    Funds 
Are  Invested 

Company's 
contribution      in 
common        stock 
of  company;  em- 
ployee's     contri- 
bution       mainly 
in  stock  of  com- 
pany 

Company's 
stock,   so   far   as 
possible 

Discretion         of 
trustees      unless 
instructions     are 
given    by    Direc- 
tors    of    C  0  m- 
pany 

Company     offers 
$100,    $500,    and 
$1,000    •    invest- 
ment   certificates 

How 
Administered 

5    trustees 

(3    officers 

or 

directors; 
2   em- 
ployees) 

Board    of 
Trustees 
appointed  by 
Board  of 
Directors 

Company, 

and      Date    Plan 

Established 

General 

Motors   Corp. 

Employees' 

Savings    and 

Investment 

Funds 

Sears, 

Roebuck   &    Co. 
July    I,    1916 

Metropolitan 
Life    Insurance 
Co.   Employee 
Savings  Plan 
1900 

Ford 

Motor    Co. 
Investment 

Plan 
Dec.  31,   1919 
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Not     until     end 
of  1  year,  unless 
leaving    employ 
of  company   (30 
days'  notice),  or 
to  buy  preferred 
stock 

Interest 
Rate 

S%    on 
monthly 
balances 

6%    from 
date  of 
deposit 

compounded 
semi-annually 

Contribution 
By    Company 
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Contribution 
By    Employees 

10   cents   to    $10 
weekly     or     any 
special    bonus 
received 

Pay    department 
authorized         by 
employee   to    de- 
duct   stated  sum 

May       leave 
money        with 
company 

May       authorize 
deduction    of    $1 
or      more      each 
pay    day 

How   P"unds 
Are  Invested 

How 

Administered 

Company, 
AND   Date  Plan 
Established 

John    B. 

Stetson    Co. 
Savings    F'und 
1896 

(Name     withheld) 
Savings    Plan 

Bloedel-Dcnovan 
Lumber    Mills 

John     Deere 
Wagon    Works 
savings  Club 
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tn 

87o    of 
employees 
members. 
Loans   up 
to    $100 
on    proper 
security 

"Note   and 
certificate 
of    partici- 
pation" 
given    for 
savings. 
Limited    to 
executives 

Payments 
cut    off 
lowest    rate 
of  interest 

in 
>-) 
•< 

» 
H 

T3 
3 
re 

S 

3 
0 

12  months  notice 
may     be     r  e  - 
quired.  Principal 
payable  at  death, 
dividends     may 
be          continued 
after     25     years' 
service,     as     old 
age    pensions 

I      day's     notice 
for  $100  or  less. 
10       days'       for 
over    $100 

60    days'    notice. 
10  year's  service 
required    to     re- 
ceive   company's 
contribution 

Interest 
Rate 

6% 

payable 
semi- 
annually 

6%    first    year 
rising    to    10% 

Sth  year 
Quarterly  pay- 
ments 

Contribution 
By   Company 

0 

"Partici- 
pating 
dividend," 
same    rate 
as   stock 
dividend 

c 
0 

15 

Such    propor- 
tion   of    J4    of 
net        earnings 
as     payroll     of 
employee 
bears    to    total 
payroll    of   Co. 

$100       par 
value       pre- 
ferred       stock 
for  $90  saved 

Contribution 
Bv    Employees 

Pledged  10  cents 
up    weekly,    col- 
lected    on     pay 
day     by     a     col- 
lector     in     each 
dept. 

$10    or    multiple 
thereof  given   to 

"designated 

agent"     of     Co. 

Maximum 

annual   salary 

In    units    of    $2 
or  $s.  Maximum 
$50  month,  $600 
year,       $3,000 
total 

5*^",  of   salary. 
Maximum     $150 
year 

Pay   to   collector 
day     after     pay 

day.       Minimum 
$1    weekly 

How   Funds 
Are  Invested 

Used    in 
business 

"Loans   to 
company    at 
the    risk    of 
the   business" 

Preferred 
stock    of 
company 
"so    far    as 
practicable" 

1 

How 
Administered 

Officials    of 
company 

S    trustees 
selected    by 
directors, 
3    officers 
and    2 
employees 

Company, 

and   Date  Plan 

Established 

Plimpton    Press 
Savings    Bureau 

Cleveland   Twist 
Drill    Co. 
Participation 

Plan. 
Dec.    14,    1918 

National    Blank 

Book   Co. 
Credit    System. 
June     I,     1920 

Nunn,    Bush   & 
Weldon   Shoe   Co. 
Employees' 
Savings    and 
Profit-Sharing 
Fund. 
May,     1917 

C.    L.    Kimball 
Savings    Club 
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Remarks 

Share   with    maturity 
value     of     $12     payable 
in     Dec.     Series     starts 
in       Dec.      and      June. 
Fund   also   makes  loans 

Value        of       shares 
$100.  Installment  shares 
mature      in      7      years. 
May   draw   against   sav- 
ing shares  as  a  savings 
account.     4%     of     divi- 
dend   of   income   shares 
payable  yearly.  Remain- 
der     at      maturity      of 
shares    (s    years) 

Loans    to    employees 
from  savings  fund.  Sav- 
ings period  begins  Jan. 
I   each  year  and  closes 
just    before    Christmas. 

Pass   book    issued   to 
each    member 

Interest 
Rate 

4%    on 

savings 

and 

income 

shares 

6% 

guaranteed. 
(10%   in 
1919) 

S.6% 

(1.4% 
quarterly) 

Contribution 
By  Company 

Takes      sur- 
p 1 u  s     over 
oans       payinj 
market  rate  o 
interest 

None 
(Money 
for   fund 
raised 
from 

entertain- 
ments) 

s 
0 

Contribution 
By  Employees 

$1     to     $20 

monthly,      payable 
on       semi-monthly 
payday 

Installment 
shares    payable   $1 
per    share    month- 
ly.   Saving    shares 
payable      in      any 
amount    any   time. 
Income      shares 
payable  in   full   at 
time    of    purchase 

May   buy    i    to   20 
shares  at  2$  cents 
a     share,    weekly. 
15   cents   entrance 
fee 

In     any     amount, 
on     any     working 
day 

How  Funds 
Are  Invested 

Loans     to     em- 
ployees   to    buy 
homes,  of   70%   of 
appraised       value. 
Also    $25,000    out 
of  $459,000   assets 
in       short       term 
securities.    Second 
mortgages    on   em- 
ployees'    homes 
i5'7p — 20%  of  pur- 
chase   price 

Used     in    busi- 
ness  of   company 

How 
Adminis- 
tered 

8    officers 

of     CO.      I 

employee 
of    each 
Rochester 
plant 

chosen   by 
ballot    of 
employees 

Chairman, 
Sec.    and    Bd. 
of      Directors. 
Those   of   Em- 
ployees'   rep. 
bd.     T  r  e  a  s  . 
elected  by  Bd. 

Company  and 
Date  Plan 
Established 

A.    W.    Shaw 
Co.    Savings    & 
Loan  Assoc. 
(Chicago) 
January,    1915 

Eastman 

Kodak   Co. 

Savings    & 
Loan  Plan 
January   3,    1921 

Miller    Lock 
Co.  Savings 

Fund 
(Phila.) 
1892 

Kaynee  Co. 

Savings   Bank 

(Cleveland) 
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Purposes:     to    invest 
savings;      to      save      or 
borrow  for  a  home 

Loan        rates        very 
high"                                   ^ 

Maximum    loan    $300 
except    $2,000    on    real 
estate 

Maximum 
deposit    $200 

Loans    may    be   made 
to    outsiders 

30     days'     notice     re- 
quired   for   withdrawals 

Interest 
Rate 

6 

3     .  <u 
0  > 

vft    0     0 

vo<»9-  re 

5%    on 
shares 
4%   on 
savings 

Only 
4%     if 
withdrawn 
before 
end    of 
club 

Contribution 
By  Company 

8 
0 

c 
0 

c 
0 

Contribution 
By  Employees 

Available  to  any 
employee    buying 
common    stock 

$5   shares;    may 
pay    loc   up   week- 
ly.    Maximum     70 
shares 

Cashier  receives 
2-3,    payday    2-5 

50C     per     share 
paid     to     financial 
secy,     semi-month- 
ly.     Any     number 
of    shares 

Minimum   $1, 

Maximum 

$1,000   per  year 

How  Funds 
Are  Invested 

Under  supervision 
of     state     banking 
commissioner 

Loans    to    90% 
of    member's    bal- 
ance.      12%       on 
loans     of     $25-50. 
8'/p    on   loans  over 
$50.  Daily  balance 
in    local    bank    at 
4% 

Deposits  invest- 
ed by  Thrift  com- 
mittee      approved 
by  vice-pres.  of  co. 
and   pres.    of   club 

How 

Adminis- 
tered 

Officers 
elected   by 
vote    of    mem- 
bers 

Company, 
and   Date   Plan 

Established 

Jeffrey    Mfg. 
Co.  Savings  & 
Loan    Assoc. 

Simmonds    Mfg. 

Co.    Savings 

&    Loan   Assoc. 

(Fitchburg, 

Mass.) 

Edison 

Illuminating 
Co.,    (Boston) 
Industrial  Credit 
Union 

Joseph    &    Feiss 

Co.   Savings  & 

Loan    Assoc. 

(Cleveland) 

1912 

American    Can 

Co.   Savings  & 

Loan    "Thrift 

Club" 

(Toledo) 

1917 

Guaranty 
Trust    Co. 
(N.Y.)   Thrift 

Dept.    of 
Guaranty  Club 
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Acts  as  employee's  agent  aa 
long    as    desired    in    opening 
account    and    forwarding   de- 
posits 

Conducts  thrift  campaign  for 
2-3  days  every  3  or  6  months. 
Secures    pledge    cards    giving 
choice    of    bank.    Gives    man 
his  bankbook  and  urges  con- 
tinued saving  when  he  leaves 
company 

Company   deposits  and  givet 
receipt    to    employee 

Contribution 
By  Company 

c 
o 

12; 

c 
0 

Duplicates   twice   yearly 
amount    saved    by    any 
boy     under     21.     Maxi- 
mum   $200 

0 

♦J 

V 

pS. 

Contribution 
By    Employees 

50     cents      up      weekly 
from    wages.    Direct   re- 
mittance    to     treasurer. 
Dcpo.sit      of      overtime, 
anniversary      payments, 
etc. 

Weekly    deductions 
from       wages.       Larger 
deductions     on     special 
order 

01 
4; 

ba 

a 

0 

u 

S 
0 

•«« 
** 

u 

3 

V 

Q 

Where 
Invested 

e 

ct 

01 

bfl 
C 
*> 

G 

pq 

m 
ba 

c 

> 
a 
C/3 

Savings  Bank 

of    employees' 

choice 

Brewer  Savings 
Bank 

Rochester   Savings 
Bank 

Company,  and  Date  Plan 
Established 

N.V.    Telephone    Co. 
March    i,    1921 

Crompton    &    Knowles 

Loom    Works 
(Worcester,    Mass.) 
November,     1919 

Diamond    State    Fibre    Co. 
("Diamond    State 

Savings  Fund") 
(Bridgeport,     Pa.) 

Eastern 

Manufacturing   Co. 
(Bangor,     Me.) 

Eastman    Kodak    Co. 
(Folmer    &    Schwing 

Century    Camera    Div.) 
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CHAPTER  XII 

PROFIT-  SHARING 

EXTENT  OF  PROFIT-SHARING  ^ 

The  adoption  of  profit-sharing  in  the  United  States 
has  been  a  slow  process.  A  survey  of  such  plans  made 
in  1896  shows  that,  of  fifty  plans  noted  at  that  time, 
thirty-three  had  been  abandoned  permanently,  five  had 
been  discontinued  indefinitely,  and  only  twelve  were  in 
actual  operation.  Another  survey  made  in  1899  showed 
that  a  few  more  companies  had  adopted  plans. 

In  1916  the  United  States  Department  of  Labor  made 
a  study  and  found  that  sixty  companies  had  profit-shar- 
ing plans,  more  than  two-thirds  of  that  number  having 
been  in  operation  less  than  ten  years.  Thirty-three  of 
these  concerns  were  manufacturing  establishments. 
Seven  of  these  have  since  abandoned  their  plans. 

Today  there  are  perhaps  less  than  a  hundred  real 
profit-sharing  plans  in  operation  but  the  interest  of  em- 
ployers in  the  subject  is  a  growing  one.  It  is  just  as 
well  that  the  development  of  profit-sharing  plans  should 
be  slow  and  cautious  for  many  a  plan  has  been  wrecked 
because  of  the  failure  to  study  American  experience  and 
the  conditions  peculiar  to  the  individual  establishment. 

This  resume  of  the  more  recent  plans  is  intended 
only  to  serve  as  a  guide  to  the  executive  and  to  help 
him  determine  what  type  is  best  suited  to  his  require- 
ments. It  should  be  said  here  that  no  plan  can  be  taken 
over  bodily  and  applied  successfully.  Modifications 
must  be  made  to  suit  the  requirements  of  the  establish- 
ment in  which  it  is  sought  to  adopt  a  plan,  and  those 
requirements  must  be  given  very  careful  study. 
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Employers  are  interested  in  profit-sharing  for 
various  reasons.  Some  desire  to  give  their  employees  a 
real  share  in  the  prosperity  of  their  business,  others 
see  in  profit-sharing  plans  a  way  of  increasing  business 
and  production  through  the  increased  personal  interest 
of  employees,  who  have  a  financial  stake  in  the  results 
of  their  work. 

Results  of  Profit-Sharing  Plans 

The  following  points  are  made  by    concerns    which 
have  had  success  with  profit-sharing  plans : 
1.     Stabilizes  the  work  force 

Prevents  industrial  disputes 

Promotes  loyalty  and  goodwill 

Increases   production 

Improves  quality  of  output 

Reduces  waste  of  time,  materials  and  machinery 

Promotes  thrift 

Secures  social  justice  for  employees 

What  is  Profit-Sharing? 

Analyses  of  so-called  profit-sharing  plans  often  in- 
clude stock  participation  plans,  bonus  systems,  cooper- 
ative savings  systems,  and  other  plans  where  there  is 
an  element  of  financial  aid  by  the  company.  These  are 
usually  classified  as  "limited  profit-sharing  plans."  No 
attempt  has  been  made  to  make  the  titles  generally  in- 
clusive terms. 

Stock  participation,  bonus  and  savings  plans  are 
not  properly  termed  "profit-sharing.''  The  determining 
characteristic  of  a  true  profit-sharing  plan  is  the  an- 
nounced plan  of  the  employer  to  set  aside,  or  divide 
a  fixed  percentage  of  the  net  profits  of  the  concern,  for 
the  account  of  the  employees,  according  to  some  pre- 
determined plan.     The  individual  efficiency  or  capacity 


2. 
3. 
4. 
5. 
6. 
7. 
8. 


6o 


FINANCIAL   INCENTIVES    FOR 


of  the  employee  is  usually  not  taken  into  account;  the 
factor  that  determines  the  return  to  each  employee  is 
most  commonly  his  regular  salary  or  earnings. 

The  Essential  Features  of  a  Profit-Sharing  Plan 

The  essential  features  of  a  profit-sharing  plan  as  out- 
lined in  a  study  by  the  United  States  Department  of 
Labor  are: 

1.  Amount  to  be  distributed  varies  with  and  depends 
upon  the  net  profits  of  the  enterprise  or  upon  the  amount 
of  dividends  paid  to  stockholders. 

2.  Proportion  of  profits  to  be  distributed  is 
definitely  determined  in  advance. 

3.  Benefits  of  the  plan  extended  to  at  least  one-third 
of  the  total  employed,  and  including  employees  in 
occupations  other  than  clerical  or  executive. 

4.  Method  of  determining  individual  shares  is 
known  at  least  in  a  general  way,  to  the  participating 
employees. 

The  Simple  Form  of  Profit-Sharing 

In  the  plan  of  R.  A.  Bartley,  Toledo,  Ohio  a  division 
of  profits  is  made  in  absolutely  equal  amounts  per  em- 
ployee.    This  is  the  simplest  form  of  profit-sharing. 

Profit-sharing  began  in  this  company  in  1904.  Up 
to  1920,  $385,000  was  paid  out  to  employees  as  profits, 
each  employee's  share  being  the  same.  In  1920  the  firm 
incorporated  and  the  force  has  since  been  given  profit- 
shares  in  stock. 

DETERMINATION    OF    THE    EMPLOYEES' 
SHARE  OF  THE  PROFITS 

Usual  Method  a  Dividend 

The  most  common  method  of  determining  the  em- 
ployee's share  of  the  profits  is  the  declaration  of  a 
dividend.  For  example,  the  American  Light  and  Trac- 
tions Company,  which  has  had  a  profit-sharing  plan  in 


EMPLOYEES   AND   EXECUTIVES 


6i 


operation  since  1899,  declares  a  semi-annual  dividend  to 
employees  at  a  percentage  at  least  equal  to  that  declared 
on  the  company's  stock  for  the  same  period.  The  wage 
dividends  paid  under  this  plan  have  ranged  from  6  to 
10  per  cent  per  annum. 

Preference  for  Older  Employees 

Ballard  and  Ballard,  of  Louisville,  Kentucky,  have 
had  a  profit-sharing  plan  in  operation  since  1886.  A 
dividend  from  10  to  33^  per  cent  is  declared  and 
divided  in  proportion  to  wages.  Older  employees  re- 
ceive a  higher  percentage. 

Regular  Stock  Dividend  Rate  Paid 

TO  Employees 

The  Boston  Consolidated  Gas  Company 

Under  the  plan  of  the  Boston  Consolidated  Gas 
Company,  profit-sharing  payments  are  made  to  em- 
ployees at  the  same  rate,  on  their  salaries,  as  the 
dividends  on  the  stock  of  the  company.  This  arrange- 
ment has  a  peculiar  and  special  significance  in  the  case 
of  this  particular  company.  For,  under  the  "Sliding 
Scale  Act"  passed  by  the  Massachusetts  Legislature  in 
1906,  and  under  which  this  company  is  operating,  the 
rate  of  dividends  on  stock  is  increased  1  per  cent  for 
every  5  cent  reduction  in  the  price  of  gas.  Thus,  any 
increase  in  the  rate  of  the  profit-sharing  payments 
depends,  ultimately,  upon  reduction  in  the  price  of  gas, 
which,  in  turn,  depends  upon  efficiency  and  economy  in 
operation.  This  arrangement  gives  the  employees  a  very 
direct  incentive  to  economy,  and  to  "stopping  the  leaks." 

Selection  of  profit-sharers  is  made  by  the  directors, 
quarterly.  "Only  those  employees  who  have  shown  reg- 
ularity, intelligence  and  energy  in  the  business  of  the 
company  are  included,  and  the  heads  of  the  various 
departments  are  instructed  to  use  careful  discrimination 
in  their  recommendation  of  profit-sharers." 

The   management    believes    that    the    discrimination 
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practiced  in  the  selection  of  profit-sharers  "for  merit"  is 
a  most  important  part  of  the  plan,  since  it  provides  the 
employee  with  an  inducement  to  care,  effort  and  ef- 
ficiency, in  the  hope  that  he  may  be  chosen  as  a  profit- 
sharer.  Under  this  plan,  an  attempt  is  made  to  make  the 
list  of  profit-sharers  a  "roll  of  honor." 

The  profit-sharing  payments  are  computed  on  a  basis 
of  the  salaries  or  wages  paid,  for  the  preceding  twelve 
months.  These  payments  are  not  made  in  cash,  but  are 
applied  toward  the  purchase  of  preferred  shares  of  the 
Massachusetts  Gas  Company  (the  holding  company). 
Shares  so  bought  for  employees  become  their  absolute 
property.  However,  they  are  not  to  be  sold  without 
the  approval  of  the  directors,  but  it  is  understood  that 
this  approval  will  always  be  given,  when  necessary,  in 
order  to  enable  the  employee  to  meet  any  emergency. 

The  total  number  of  employees  on  June  30,  1920, 
was  thirteen  hundred  and  fifty-seven,  of  whom  eight 
hundred  and  thirty-nine  were  profit-sharers.  On  June  30, 
1920,  $97,579.77  was  apportioned  as  the  profit-sharing 
fund  for  the  year,  which  meant  a  distribution  of  sixteen 
hundred  and  sixty-eight  shares  of  stock  (at  then  market 
price).  In  the  fourteen  years  during  which  the  plan  has 
been  in  operation,  there  has  been  distributed  $761,612. 

M.xxi.MUM  OF  20  Per  Cent  of  Earnings 
AS  Profit- Share 

The  Simplex  Wire  and  Carle  Comp.wy,  Camhriix-.e,  Mass. 

This  company  has  been  operating  a  profit-sharing 
plan  for  many  years,  providing  for  the  distribution 
among  the  employees  of  a  definite  percentage  of  the 
year's  net  profits.  The  amount  of  money  to  be  divided 
depends  entirely  on  profits  for  the  year.  Each  profit- 
sharer  shares  in  proportion  to  the  wages  he  receives 
during  the  year.  Under  no  condition  does  the  company 
pay  any  profit-sharer  more  than  20  per  cent  on  his  wages 
for  the  year. 
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An  idea  of  range  of  payments  to  employees  can  be 
obtained  from  the  following  statement,  covering  ten 
years : 


Year 

Average  Wage 

IQIO 

$585.51 

igii 

582.08 

1912 

618.31 

1913 

673.25 

1914 

633-91 

1915 

648.67 

1910 

836.46 

1917 

969.77 

1918 

J,  1 22.62 

1919 

1.203. 19 

verage  Profit- 
Sharing 
Dividend 

Per 
Cent 
Dividend 

61.52 

10.51 

54-30 

61.75 
86.61 
64.56 
48.77 

9-33 
11.40 

13.57 

10.19 

8.26 

129.91 

144.78 

86.62 

115-71 

15.53 

14:93 

7.71 
9.61 

HALF   OF   PROFIT-SHARE    PAID    IN    STOCK; 

CASH  TURNED  IN  TO  BUY  STOCK 

IS  DOUBLED 

H.  A.  Marr  Grocery  Company 

The  following  plan  for  profit-sharing  is  the  result  of 
about  ten  years'  experience  of  the  H.  A.  Marr  Grocery 
Company,  distributing  wholesale  grocers  at  Denver, 
Colorado.  The  company  is  a  small  one,  employing  about 
sixty-five,  and  their  plan  is  here  submitted  as  an  ex- 
ample of  profit-sharing  in  a  small  concern. 

Since  this  plan  is  voluntary  on  the  part  of  the  com- 
pany it  reserves  the  right  to  determine  (through  its 
Board  of  Directors)  all  questions  in  regard  to  the  com- 
pany's policy  in  connection  therewith. 

Powers  of  the  Board  of  Directors 

1.  Such  directors  shall  have  the  power  to  terminate 
this  plan  and  to  discontinue  the  payment  of  cash  dis- 
tributions and  the  sale  of  its  stock  hereunder,  or  change 
the  basis  thereof,  or  in  any  respect  to  modify  or  dis- 
contiiiue  the  same,  at  any  time,  and  without  notice. 

2.  In  addition  to  the  powers  herein  specifically  given. 
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the  directors  shall  have  all  the  powers  customarily  con- 
ferred and  enjoyed  in  such  cases,  and  as  may  be  neces- 
sary to  the  carrying  out  of  the  purposes  hereof,  except 
such  as  shall  be  expressly  given  to  the  Board  of  Trustees 
to  be  hereinafter  created. 

"Profits"  Defined 
For  the  purposes  of  this  plan,  "profits"  are  hereby 
defined  as  that  sum  remaining  after  deducting  all  ex- 
penses of  the  business  for  the  period,  including  de- 
preciation, all  taxes,  7  per  cent  interest  on  capital  em- 
employed,  and  all  contingent  salaries. 

"Profits"  Divided  Between  Company  and  Employees 
"Profits"  for    the    profit-sharing   period    are    to    be 
divided  between  the  company  and  its  employees,  as  fol- 
lows: 

Company 75  per  cent 

Employees 25  per  cent 

The  amount  apportioned  to  the  employees  is  to  be 
paid  as  hereinafter  provided. 

Basis  for  Division  of  the  Profits  Among  Employees 
Division  of  the  profits  set  aside  for  the  employees  is 
to  be  made  on  the  basis  of  salary  and  tenure  of  employ- 
ment, and  in  case  contingent  salary  is  paid,  the  word 
"salary"  is  intended  to  include  both  regular  and  con- 
tingent salary. 

Classification  of  Employees 
For  the  purposes  of  distribution,  all  employees  shall 
be  classified  according  to    length    of    time    continuously 
with  the  company,  as  follows : 

Class   1,  more  than  four  months  and  less  than  one 
year. 

Class  2,  more  than  one  year  and  less  than  two  years. 
Class  3,  more  than  two  years  and    less    than    four 
years. 

Class  4,  more  than   four  years  and  less  than  seven 
years. 
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Class  5,  more  than  seven  years  and  less  than  ten 
years. 

Class  6,  more  than  ten  years. 

At  the  time  of  the  initiation  of  this  plan,  the  period 
of  employment  shall  include  credit  for  all  past  service, 
whether  continuous,  or  not,  and  employees  who  left  the 
company  for  military  service  during  the  late  war  and 
returned  to  the  company  direct  from  such  service  shall 
also  have  full  credit  for  such  war  service.  After  the 
initiation  of  such  plan,  service  must  be  continuous  to 
entitle  the  employee  to  credit. 

Rate  of  Distriuution 

The  rate  of  distribution  shall  be  determined  by 
inultiplying  the  salary  of  each  individual,  received  dur- 
ing the  preceding  profit-sharing  period  by  his  class 
number.  The  aggregate  of  the  results  obtained  for  all 
employees,  divided  into  the  profits  to  be  distributed  for 
the  period,  will  give  the  rate  of  distribution. 

Amount  to  be  Paid  Each  Employee 

The  amount  to  be  paid  each  employee  will  be  deter- 
mined by  multiplying  his  salary  for  the  profit-sharing 
period  by  his  class  number,  and  inultiplying  this  result 
by  the  rate  determined  under  previous  section.  (See 
"Schedule  A."  page  71.) 

No  employee  shall  be  entitled  to  participate  in  the 
profits  of  any  profit-sharing  period,  unless  he  has  been 
employed  by  the  company   during   the  entire  period. 

Manner  of  Payment  of  Profits 

1.  The  amount  arrived  at  as  above  will  be  paid  half 
in  cash  as  soon  after  the  close  of  each  profit-sharing 
period  as  figures  are  available,  and  half  in  preferred 
stock  of  the  company  will  be  set  aside  to  be  issued  as 
hereinafter  provided. 

2.  Each  employee  will  have  the  right  to  purchase 
the  preferred  stock  of  the  company  at  par. 
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3.  If  the  employee  makes  such  purchase  within  five 
days  from  the  date  on  which  he  is  paid  his  portion  of 
profits  in  cash,  the  company  will  then  issue  to  the  trus- 
tees, to  be  appointed  as  hereinafter  provided,  an  amount 
of  preferred  stock  equal  to  the  cash  profits  paid  the  em- 
ployee and  invested  by  him  in  preferred  stock,  such  ad- 
ditional stock  to  be  credited  to  the  employee  on  the 
books  of  the  trustees  and  issued  as  hereinafter  provided. 

Board  of  Trustees  Appointed 

A  Board  of  Trustees  (hereinafter  known  as  "Trus- 
tees") shall  be  appointed,  consisting  of  three  members, 
as  follows:  The  president  of  the  company  and  two 
others,  one  of  whom  shall  be  appointed  by  the  president 
and  the  other  of  whom  shall  be  appointed  by  the  Ex- 
ecutive Board. 

Term  of  Office  of  Trustees 

The  first  Board  of  Trustees  shall  hold  office  until 
December  31,  1920,  and  until  their  successors  are  ap- 
pointed and  shall  qualify.  Thereafter,  a  new  board  shall 
be  appointed  on  January  1  of  each  year,  or  as  soon 
thereafter  as  may  be  convenient,  to  serve  until  January 
1  of  the  succeeding  year,  and  until  their  successors  are 
appointed  and  shall  qualify. 

Vacancies 

\'acancies  on  the  Board  of  Trustees  shall  be  filled  in 
the  same  manner  as  provided  for  original  appointments. 

Powers  and  Duties  of  Trustees 

1.  The  board  shall  keep  records  showing  the  amount 
standing  to  the  credit  of  each  employee  at  all  times. 

2.  The  Trustees  shall,  at  the  end  of  each  profit- 
sharing  period,  direct  the  accounting  department  to 
furnish  them  with  a  list  of  the  employees  of  the  com- 
pany, showing  the  cash  credits  due  each  thereof  as  the 
profits  for  the  period,  as  herein  determined. 

3.  The  Trustees  shall,  at  the  end  of    each    profit- 
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sharing  period,  direct  the  treasurer  of  the  company  to 
issue  a  check  to  the  Trustees,  covering  the  total  credit 
due  in  cash  to  all  employees.  Payment  shall  then  be 
made  by  the  Trustees  to  each  employee,  according  to  his 
credit  due. 

4.  The  Trustees  shall,  at  the  expiration  of  five  days 
from  the  date  on  which  the  cash  profits  are  distributed, 
direct  the  secretary  of  the  company  to  furnish  them  with 
a  statement  showing  the  sales  of  preferred  stock  to  em- 
ployees during  the  said  five  days'  period;  whereupon, 
the  Trustees  will  direct  the  secretary  to  issue  to  them  en 
bloc  an  amount  of  preferred  stock  equal  to  the  aggregate 
purchases  of  stock  made  by  employees;  provided,  how- 
ever, that  the  list  of  sales  shall  not  include  purchases 
by  any  employee  in  excess  of  his  cash  profits  for  the 
last  profit-sharing  period. 

5.  It  is  expressly  understood  that  for  the  sake  of 
convenience,  scrip  in  lieu  of  stock  may  be  issued  to  the 
Trustees  or  to  any  employee  on  the  instruction  of  or 
by  the  Trustees,  wherever  necessary. 

6.  When  dividends  are  declared  by  the  company  on 
preferred  stock,  the  dividends  received  by  the  Trustees 
on  the  stock  held  by  them  shall  be  paid  in  cash  to  the 
employee,  on  the  basis  of  the  amount  standing  to  their 
credit  on  the  books  of  the  Trustees. 

7.  The  Trustees  may,  in  their  discretion,  issue  to 
any  employee  who  resigns  his  position  with  the  com- 
pany and  gives  the  company  fifteen  days'  notice  thereof, 
a  certain  percentage  of  the  stock  standing  to  his  credit 
on  the  books  of  the  Trustees,  determined  as  follows : 

For  more  than  one  year  and  less  than  two  years — 
10  per  cent. 

For  more  than  two  years  and  less  than  three  years — 
20  per  cent. 

For  more  than  three  years  and  less  than  four  years — 
35  per  cent. 

For  more  than  four  years  and  less  than  five  years — 
45  per  cent. 
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For  more  than  five  years  and  less  than  six  years— 
55  per  cent. 

For  more  than  six  years  and  less  than  eight  years— 
7^  per  cent. 

For  more  than  eight  years — 100  per  cent. 

The  period  of  service  contemplated  in  the  above 
schedule,  as  applied  to  present  employees,  is  considered 
to  date  from  January  1,  1920,  and  with  those  employed 
thereafter  it  is  to  date  from  the  first  day  of  the  first 
profit-sharing  period  in  which  the  individual  was  a 
participator. 

8.  After  an  employee  has  remained  with  the  com- 
pany continuously  for  a  period  of  eight  years  or  more 
after  this  plan  becomes  effective,  then  and  in  that  event 
the  Trustees  shall  immediately  issue  to  him  any  stock 
which  previously  and  under  a  shorter  term  of  service 
was  to  be  set  aside  under  this  plan,  if  such  employee 
so  desires. 

9.  The  Trustees  may,  in  their  discretion,  issue  to 
any  employee  desiring  to  withdraw  any  portion  of  tTie 
stock  standing  to  his  credit  on  the  books  of  the  Trus- 
tees, an  amount  determined  according  to  the  schedule  in 
sub-section  (7)  hereot. 

10.  The  Trustees  may,  in  their  discretion,  issue  to 
any  employee  who  is  discharged  or  is  compelled  to  resign 
his  employment  for  reasons  of  ill  health,  or  disability 
of  himself  or  his  immediate  family,  a  certain  percent- 
age of  the  stock  standing  to  his  credit  on  the  books  of 
the  Trustees,  such  percentage  to  rest  absolutely  in  the 
discretion  of  the  Trustees. 

11.  It  shall  be  w^ithin  the  discretion  of  the  Trustees 
to  recognize  the  heirs,  executors,  administrators  or 
dependents  of  any  deceased  employee,  and  to  make 
distribution  in  cash  or  preferred  stock  of  all  of  the 
representation  of  such  deceased  employee  in  said  fund, 
determined  according  to  the  schedule  in  sub-section  (7) 
hereof.  It  shall  also  be  within  the  discretion  of  the 
Trustees  to  distribute  in  such  cases  a  greater  amount 
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than  that  shown  by  the  deceased  employee's  classifica- 
tion, not  to  exceed  the  next  higher  classification. 

12.  If  any  employee  leaves  the  employment  of  the 
company  in  such  way  as  to  injure  or  embarrass  the  com- 
pany in  its  activities,  or  if  any  employee  shall  be  dis- 
charged for  persistent  negligence,  continued  infraction 
of  the  company's  rules,  gross  insubordination  or  gross 
carelessness,  he  shall  forfeit  all  rights  to  any  benefits 
from  this  plan  and  all  such  credits  forfeited  by  him 
shall  be  transferred  to  an  account  on  the  general  books 
called  "Surplus  from  Forfeiture  of  Stock,"  and  the 
Trustees  shall  transfer  stock  or  scrip  to  the  amount  of 
such  forfeitures  to  the  treasury. 

13.  In  all  other  cases  of  resignation  or  discharge  of 
employees,  not  specifically  covered  above,  the  Trustees 
shall  have  sole  discretion  as  to  the  disposition  of  the 
credits  remaining  in  the  account  of  any  such  emplovee 
who  shall  resign  or  be  discharged. 

14.  It  is  distinctly  understood  that  unless  and  until 
the  so-called  interest  of  any  employee  in  the  stock,  scrip 
or  money  held  by  the  Trustees  actually  matures  and  is 
turned  over  to  him  in  accordance  with  the  provisions 
of  this  plan,  he  has  absolutely  no  ownership  therein, 
legal  or  equitable,  and  no  claim  thereon,  and  the  trustees 
may,  in  their  discretion,  declare  forfeited  any  such  so- 
called  interest  in  the  event  that  such  employee  attempts 
to  pledge,  sell,  assign,  transfer  or  in  any  way  dispose  of 
the  same. 

15.  The  Trustees  of  this  plan  shall  not  receive, 
either  directly  or  indirectly,  any  consideration  for  their 
scrvices  in  the  management  thereof,  and  shall  be  ac- 
countable only  to  the  company  therefor. 

16.  The  decision  of  the  trustees  with  respect  to 
any  right  of  participation  of  any  employee,  or  with  re- 
spect to  any  distribution,  or  with  respect  to  any  for- 
feiture, or  with  respect  to  the  amount  of  stock  which 
any  employee  shall  receive  upon  leaving  the  company. 


70 


FINANCIAL   INCENTIVES   FOR 


shall  be  final  and  conclusive  upon  such  employees  and 
upon  the  company. 

17.  The  trustees  of  this  fund  or  plan  shall  have 
power,  by  and  with  the  consent  of  the  Board  of 
Directors  of  the  company,  to  alter,  amend  or  abolish  any 
of  the  rules  and  regulations,  terms  and  conditions  here- 
by established,  and  to  make  and  establish  other  rules, 
regulations,  terms  and  conditions  in  lieu  thereof.  Said 
Trustees  shall  by  and  with  the  consent  of  the  Board  of 
Directors  also  have  power  to  make  and  establish  any 
new  rules  and  regulations,  terms  and  conditions  which 
may,  in  their  discretion,  seem  necessary  or  desirable. 

Purchase  of  Additional  Stock 

Each  employee  shall  have  the  further  right  to  pur- 
chase additional  treasury  or  unissued  preferred  stock  of 
the  company,  but  the  Board  of  Directors  shall  have  the 
power  to  limit  purchases  of  such  stock  by  any  individual. 

Exchange  of  Common  Stock  Now  Outstanding  for  Preferred 

It  is  expressly  understood  that  this  profit-sharing  plan 
is  to  supersede  all  previous  plans  heretofore  adopted  by 
the  company,  and  since  the  sale  of  common  stock  to  em- 
ployees was  a  part  of  one  of  these  temporary  plans, 
all  employees  holding  common  stock  who  desire  to  par- 
ticipate in  the  benefits  of  this  plan  will  exchange  such 
stock  for  preferred,  the  basis  of  exchange  being  com- 
mon at  book  value,  as  determined  by  the  next  preceding 
inventory,  and  preferred  at  par.  The  failure  of  any 
employee  to  make  the  said  exchange  of  stock  will  be  con- 
strued as  an  election  on  his  part  to  accept  the  benefits 
accruing  to  him  as  a  holder  of  common  stock,  as  his 
share  of  the  profits  in  lieu  of  the  benefits  under  this  plan, 
to  which  he  waives  all  claims,  except  that  members  of 
the  Board  of  Directors  shall  each  hold  common  stock, 
in  order  to  qualify  them  to  act  as  directors  of  the  com- 
pany, and  still  be  allowed  to  participate  in  the  benefits 
of  this  plan. 
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In  the  event  of  an  employee  leaving  the  company  for 
any  reason  whatsoever,  if  he  desires  to  sell  his  stock 
secured  under  this  plan,  the  trustees  will  buy  it  at  par 
and  accrued  dividends  if  any. 

Schedule  "A" 

9.  Rate  of  Distribution 

The  rate  of  distribution  shall  be  determined  by  multiplying 
the  salary  of  each  individual,  received  during  the  preceding 
profit-sharing  period  by  his  class  number.  The  aggregate  of 
the  results  obtained  for  all  employees,  divided  into  the  profits 
to  be  distributed  for  the  period,  will  give  the  rate  of  distribution. 

10.  Amount  to  be  Paid  Each  Employee 

(a)  The  amount  to  be  paid  each  employee  will  be  deter- 
mined by  multiplying  his  salary  for  the  profit-sharing  period  by 
his  class  number,  and  multiplying  this  result  by  the  rate  deter- 
mined under  previous   section. 

Assuming  a  Profit  for  the  Profit-Sharing  Period, 
Applicable  to  Distribution  of  $500 


Monthly 
Postion  Salary 

Sales  Mgr.  &  V.  P.  .  $300.00 

Driver  Truck 125.00 

Bookkeeper     150.00 

Salesman     225.00 

Office  Manager   ...  175.00 

Buyer    250.00 


Salary  for 

Profit- 

Constant 

Sharing    Class 

Basis   of 

Distrib  Share   in 

Period    Fi^ctor  Distribution 

ution 

Profits 

$1,200.00      6 

$7,200.00 

.027173 

$195-65 

500.00      I 

500.00 

.027173 

13-59 

600.00      4 

2,400.00 

.027173 

65.22 

900.00      2 

1,800.00 

.027173 

48.91 

700.00      5 

3,500.00 

.027173 

95-11 

1,000.00      3 

3,000.00 

.027173 

81.52 

$1,225.00      $4,900.00 


$18,400.00 


$500.00 


COM r ANY  GIVES  ALL  EXCESS  EARNINGS 

TO  EMPLOYEES 

N.  O.   Nelson  Man-ufacturing  Company, 
St.  Louis,  Missouri 

The  N.  O.  Nelson  Manufacturing  Company  of 
St.  Louis,  Missouri,  provides  that  all  excess  earnings, 
over  and  above  8  per  cent  upon  the  outstanding  stock, 
operating  expenses,  proper  reserves,  etc.  go  to  the  em- 
ployees.   All  such  excess  earnings  are  distributed  among 
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the  eligible  employees,  in  direct  ratio  to  their  year's 
earnings.  This  amount  goes  to  them,  however,  not  in 
cash,  but  in  stock  carrying  a  6  per  cent  dividend.  Thus, 
each  year  the  employees'  total  income  comes  from  three 
sources,  (a)  his  cash  earnings,  (b)  6  per  cent  cash 
dividend  upon  the  stock  he  has  already  accumulated, 
(c)  his  year's  profit-sharing  payment  in  the  form  of  new 
6  per  cent  stock.  There  are  no  regulations  or  restric- 
tions other  than  the  requirement  that  a  man  shall  be 
an  employee  six   months  before  he  participates. 

The  profit-sharing  dividend  or  bonuses  paid  to  em- 
ployees, under  this  plan  for  the  first  six  months  of  1920, 
amounted  to  30  per  cent  of  their  wages.  The  dividend 
for  the  last  six  months  has  not  yet  been  decided  upon, 
but  those  who  are  familiar  with  the  operation  of  this 
plan,  and  of  this  business,  expect  that  it  will  be  at  the 
same  rate. 

While  it  is  apparent  that  there  was  a  feeling  upon  the 
part  of  the  management  that  the  plan  had  not  proven  as 
effective  during  the  abnormal  conditions  of  1921,  as  dur- 
ing previous  years,  yet,  so  far  as  could  be  learned,  there 
is  no  expectation  of  changing  or  altering  the  plan. 

PROFIT-SHARING  AND  DEATH  BENEFITS 

Several  companies  set  aside  a  definite  percentage  of 
profits  to  support  or  aid  the  benefit  funds  of  employees. 
The  Southern  Stamp  and  Stationery  Company  of  Rich- 
mond, X'irginia,  collects  5  per  cent  of  the  employee's 
salary  for  the  pension  and  death  benefit  fund,  and  con- 
tributes 5  per  cent  of  the  net  profits  of  the  company  to  the 
fund. 

The  American  Wholesale  Corporation  of  Baltimore, 
Maryland,  contributes  5  per  cent  of  its  net  profits  to  the 
employees'  death  benefit  fund,  to  which  the  employees 
also  contribute  5  per  cent  of  their  salary.  The  death 
benefit  in   this   case   is  $1000. 
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RATIO  OF  PAYROLL  TO  CAPITAL 
DETERMINES  PROFIT-SHARES 

Minneapolis  Bedding  Company 
Minneapolis,  Minnesota 

Under  the  plan  of  the  Minneapolis  Bedding  Company, 
stockholders  are  paid  7  per  cent  on  their  stock,  and  certain 
stipulated  reserves  are  established  from  earnings.  The 
excess  profits  are  then  divided  between  the  company  and 
the  employees  according  to  the  ratio  that  the  total  pay- 
roll bears  to  the  total  capital  invested.  The  total  amount 
available  for  distribution  among  employees  is  distributed 
among  them  directly  in  ratio  to  their  annual  earnings. 

The  president  states  that  "our  experience  with  profit- 
sharing  has  been  very  satisfactory  both  in  a  rising  and  a 
declining  market." 


HALF     OF     PROFIT-SHARE     ACCORDING     TO 
SALARY ;  HALF  ACCORDING  TO  SERVICE 

Title  Guarantee  &  Trust  Company,  New  York 

A  fund  amounting,  as  determined  by  the  trustees,  to 
one-fourth  of  the  net  profits  of  the  company  for  the  year, 
after  payment  of  all  expenses,  including  taxes  and  the 
regular  dividend  of  $1,000,000,  will  be  appropriated  as 
additional  compensation  of  officers  and  employees  of  the 
Title  Guarantee  &  Trust  Company,  New  York  City,  ac- 
cording to  a  recent  announcement  of  the  company. 

The  amount  of  extra  compensation  so  arrived  at  is  to 
be  allotted  to  such  officers  and  employees  as  follows : 

One-half  of  the  fund  shall  be  distributed  in  the  pro- 
portion that  the  regular  salary  for  the  year  of  each  such 
officer  or  employee  bears  to  the  total  salaries  of  such 
officers  and  employees  for  the  year,  excepting  that  in 
cases  of  officers  and  employees  wdio  have  been  in  the 
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service  of  the  company  for  less  than  one  year,  their 
salaries  shall  be  treated  in  the  computation  as  if  they  had 
been  one-half  of  the  actual  amounts  thereof  and  their 
extra  compensation  figured  accordingly. 

The  remaining  one-half  of  the  fund  shall  be  distrib- 
uted with  reference  to  the  regular  salaries  of  such  officers 
and  employees  coupled  with  the  duration  of  their  service 
in  the  following  manner: 

Those  who  have  been  in  the  employ  of  the  company 
for  less  than  one  year  share  as  if  their  regular  salaries 
were  one-half  of  the  actual  amount  thereof. 

Those  who  have  been  in  the  service  of  the  company 
for  one  year  but  not  more  than  five  years,  on  the  basis 
of  their  actual  salaries  for  the  year. 

Those  who  have  been  in  the  service  of  the  company 
more  than  five  years  but  not  more  than  ten  years,  as  if 
their  salaries  were  one  and  one-half  times  the  actual 
amount  thereof. 

Those  who  have  been  in  the  service  of  the  company 
more  than  ten  years  but  not  more  than  fifteen  years,  as  if 
their  salaries  were  one  and  three-quarters  times  the  actual 
amount  thereof. 

Those  who  have  been  in  the  service  of  the  company 
more  than  fifteen  years,  as  if  their  regular  salaries  were 
two  times  the  actual  amount  thereof. 

Approximately  one-half  of  the  amount  due  to  each 
employee  will  be  paid  at  the  end  of  each  quarter  when 
dividends  are  paid  and  the  balance  at  the  end  of  the  year, 
provided  such  employee  remains  in  the  service  of  the 
company  until  such  times,  respectively. 

The  amount  due  an  employee  is  based  on  the  whole 
year's  earnings  and  if  the  advance  payments  made  during 
the  year  exceed  one-half  of  the  amount  he  is  entitled  to 
for  the  year  this  will  be  corrected  in  the  final  adjustment 
at  the  end  of  the  year.  The  one-half  is  retained  not  alone 
for  purposes  of  this  adjustment,  but  also  to  encourage 
our  employees  to  make  some  savings  from  their  salaries. 
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General  Regulations 

I.     No  employee  can  share  in  the  compensation  ex- 
cept with  the  consent  of  the  officers  of  the  com- 
pany. 
IL     The   extra  compensation   is   paid  on   the  actual 
salary  received  during  the  year. 

III.  Absence  from  the  office  on  military  service  is 
not  deducted  in  computing  an  employee's  length 
of  service. 

IV.  In  determining  an  employee's  length  of  service, 
employment  by  the  company  at  any  previous 
time  is  included  as  well  as  service  with  such  re- 
lated companies  as  the  Bond  &  Mortgage  Guar- 
antee Company,  Westchester  Title  &  Mortgage 
Company,  Realty  Associates,  etc. 

V.  When  any  employee  is  retired  from  the  com- 
pany's service  and  receives  any  continuing  pay- 
ment from  the  company  in  the  nature  of  a  pen- 
sion, he  is  not  to  receive  any  share  in  the  profits. 
VI.  To  be  entitled  to  share  in  the  extra  compensation 
an  employee  must  continue  with  the  company  to 
the  end  of  the  quarter  in  which  each  payment 
is  made  and  can  only  share  in  the  final  adjust- 
ment if  he  continue  to  December  31  of  the  year 
in  which  the  extra  compensation  is  paid.  Extra 
compensation  forfeited  by  resignations,  etc.,  will 
be  added  to  the  amount  to  be  distributed  in  the 
December  payment  to  those  who  remain. 
VII.  The  extra  compensation  to  janitors,  watchmen 
and  building  employees  is  provided  in  a  separate 
schedule. 
VIII.  The  company  reserves  the  right  to  withdraw  the 
plan  during  the  month  of  January  of  any  year. 


FLEXIBLE  PLAN  PROVIDES  TWO  FUNDS 

The  Guaranty  Trust  Company,  New  York 

The  Board  of  Directors  of  Guaranty  Trust  Company 
of  New  York  have  adopted  the  following  plan  for  the 
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payment  of  compensation  to  officers  and  employees  in 
addition  to  their  salaries,  which  they  purpose  to  put  in 
operation  for  the  year  1919  and  (subject  to  the  provisions 
hereinafter  stated)  in  subsequent  years,  in  lieu  of  the 
bonus  heretofore  paid. 

This  plan  shall  apply  only  to  officers  and  employees 
of  the  company  in  the  United  States  and  to  officers  and 
employees  in  foreign  countries  who  are  directly  connected 
with  the  head  office  in  New  York. 

Any  officer  or  employee,  who  from  any  cause  shall 
not  be  in  the  service  of  the  company  at  the  end  of  any 
calendar  year,  shall  have  no  right  to  a  share  of  such  ad- 
ditional compensation  for  such  year  unless  the  Board  of 
Directors  shall  otherwise  determine.  The  company  fur- 
ther reserves  the  right  to  exclude  from  the  benefit  of  this 
plan  any  officer  or  employee  the  character  of  whose  work 
shall  not  have  been  satisfactory,  or  who  shall  have  been 
employed  for  a  special  purpose. 

The  amounts  to  be  distributed  annually  under  this 
plan  to  officers  and  employees  as  additional  compensation 
for  services  rendered  to  the  company  shall  be  computed 
as  follows: 

1.  There  shall  be  set  aside  for  distribution  to  employ- 
ees (not  officers)  an  amount  equal  to  3^  per  cent  of  the 
net  earnings  for  the  year,  which  shall  be  distributed 
among  them  prorata  in  the  manner  hereinafter  provided. 
The  "net  earnings"  for  the  purposes  of  this  plan  shall  be 
so  much  of  the  gross  earnings,  receipts,  and  credits  of  the 
company's  business  for  the  year  as  shall  remain  after  de- 
ducting all  expenses  incurred  in  the  conduct  of  the  busi- 
ness, including  taxes,  interest,  and  other  charges,  and  all 
losses,  depreciation,  charge-oflfs,  or  reserves  created  for 
any  purpose,  as  entered  upon  the  books  of  the  company 
for  the  year,  but  before  payment  of  dividends.  The  de- 
termination of  such  net  earnings  by  the  Board  of  Direc- 
tors shall  be  final  and  conclusive. 

2.  After  deducting  from  such  net  earnings  the  amount 
to  be  set  aside  as  provided  in  the  preceding  paragraph 


and  also  an  amount  equal  to  10  per  cent  of  the  stockhold- 
ers' money  invested  in  the  company,  as  determined  by  the 
average  amount  of  capital,  surplus,  and  undivided  profits 
shown  on  the  books  at  the  end  of  each  month,  during  the 
year,  a  further  sum  shall  be  set  aside  equal  to  one-fifth 
of  the  net  earnings  as  so  reduced.  This  second  fund 
shall  be  distributed  as  follows: 

Forty  per  cent  among  employees  not  officers ; 

Forty  ])er  cent  among  senior  officers  chiefly  responsi- 
ble for  the  production  of  business  and  the  conservation 
and  management  of  the  company ; 

Twenty  per  cent  among  other  officers. 

The  designation  of  officers  as  senior  officers  or  as 
other  officers  shall  be  made  by  the  Board  of  Directors  at 
or  about  the  beginning  of  each  calendar  year. 

The  employees'  share  of  this  fund,  together  with  the 
entire  3j^  per  cent  fund  above  mentioned,  shall  be  dis- 
tributed   prorata    in    the   manner   hereinafter   provided. 

Of  the  senior  officers'  share  of  this  fund,  one-half 
shall  be  distributed  prorata  in  the  manner  hereinafter 
provided,  and,  one-half  shall  be  placed  in  a  special  service 
fund  for  payment  to  senior  officers  selected  by  the  Board 
of  Directors  as  deserving  special  recognition  for  services 
rendered. 

Of  the  other  officers'  share  of  this  fund,  two-thirds 
shall  be  distributed  prorata  in  the  manner  hereinafter 
provided,  and  one-third  shall  be  placed  in  a  special  service 
fund  for  payment  to  officers  of  this  division  selected  by 
the  Board  of  Directors  as  deserving  special  recognition 
for  services  rendered. 

The  payment  from  the  special  service  funds  to  selected 
senior  officers  and  other  officers  respectively  shall  be  in 
such  proportions  as  shall  be  determined  by  the  Board  of 
Directors. 

The  setting  aside  of  a  special  fund  as  above  provided 
shall,  however,  not  reduce  the  prorata  distribution  in 
either  division  to  less  than  10  per  cent  of  the  amount  of 
the  salaries  of  the  officers  in  such  division. 
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The  decisions  of  the  Board  of  Directors  upon  all  ques- 
fions  in  respect  to  distributions  and  to  officers  and  em- 
ployees wh<j  shall  or  shall  not  share  in  any  distrihutions 
shall  be  final.  Directors  who  are  officers  of  the  company 
shall  not  vote  at  meetings  of  the  board  or  of  the  Execu- 
tive Committee  upon  any  questions  relating  to  this  plan 
or  its  operation. 

The  prorata  method  of  distribution  of  the  additional 
compensation  above  provided  (exclusive  of  the  special 
service  funds)  shall  be  based  on: 

(a)  The  relative  value  of  services  as  indicated  by 
salaries ; 

(b)  Length  of  service. 

To  combine  these  two  factors  into  figures  upon  which 
the  amounts  to  be  distributed  may  be  prorated,  a  base 
figure  shall  be  used  of  10  per  cent  of  the  salary  received 
by  an  officer  or  employee  for  the  calendar  year  for  which 
such  amounts  are  to  be  distributed,  to  which  shall  be 
added  for  length  of  service  an  amount  representing  1/10 
of  1  per  cent  of  the  salary  received  by  such  officer  or  em- 
ployee during  such  calendar  year  multiplied  by  his  years 
of  service  prior  to  such  calendar  year,  which  result  shall 
constitute  a  control  figure  upon  which  to  prorate  such 
amounts;  provided  that  the  maximum  allowance  for 
length  of  service  shall  not  exceed  1  per  cent.  For  all 
years  other  than  the  current  calendar  year,  a  fraction  of 
a  year  shall  count  as  a  full  year.  Length  of  service  shall 
include  service  with  any  other  company  merged  with  this 
company. 

When  the  control  figure  for  each  officer  or  employee 
has  been  computed  in  the  manner  above  set  forth,  the 
officers  and  employees  shall  be  grouped  int<;  the  respec- 
tive divisions  provided  by  this  plan,  and  the  individ- 
ual control  figures  for  each  division  shall  be  totaled.  I1ie 
amounts  for  prorata  distribution  in  each  division  shall 
then  be  divided  by  the  total  control  figures  of  such  di- 
vision to  ascertain  the  percentage  to  be  used  in  making 
the  distribution.    After  the  percentage  for  each  division 
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lias  been  ascertained,  each  officer's  or  employee's  control 
figure  shall  be  multiplied  by  tlie  percentage  for  the  divi- 
sion to  \\  hicli  he  belongs,  to  determine  the  prorata  share 
U)  be  paid  to  such  officer  or  employee. 

In  working  out  the  problem  we  were  obliged  to  keep 
in  mind  two  important  factors— one  was  that  for  a  num- 
ber of  years  the  officers  and  employees  had  been  receiv- 
ing a  10  per  cent  bonus  at  the  end  of  each  year,  and  the 
other  was  that  the  company  was  paying  $5,000,000  in 
dividends,  representing  20  per  cent  on  its  capital  and  a 
little  less  than  10  per  cent  on  its  capital,  surplus  and  un- 
divided profits. 

Ten  Per  Cent  Bonus 

In  first  tackling  the  problem  we  tried  to  work  out  a 
division  of  the  profits  after  10  per  cent  had  been  allowed 
on  the  stockholders'  money,  investment  and  capital,  sur- 
plus and  undivided  profits,  but  we  found  that  by  applying 
the  plan  to  the  results  of  the  business  for  the  previous 
eight  years  that  there  were  one  or  two  years  where  the 
clerks  would  have  received  only  a  small  amount,  and  our 
feeling  was  that  in  view  of  the  10  per  cent  bonus  we 
should,  if  possible,  get  a  plan  by  which  there  would  be 
little  doubt  but  that  they  would  always  receive  at  least 
10  per  cent. 

We  then  tried  a  plan  of  giving  the  clerks  their  share 
of  the  profits  before  interest  was  figured  on  the  capital, 
but  encountered  another  difficulty  in  the  fact  that  the  per 
cent  of  profits  going  to  the  clerks  on  the  gross  profits, 
which  were  considerably  larger  than  the  net,  was  so  small 
that  a  considerable  increase  in  gross  profits  made  but 
httle  increase  to  the  clerks,  and  therefore  did  not  offer 
the  incentive  to  the  clerks  to  help  build  up  the  profits  of 
the  company. 

Profits  Before  and  After  Interest  Figured 

We  therefore  devised  the  plan  of  giving  the  clerks 
part  of  their  profits  before  interest  was  figured  on  the 
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stockholders'  money,  and  part  of  their  profits  after,  the 
former  being  a  fairly  constant  figure,  and  the  latter  one 
which  would  perhaps  increase  their  share  of  the  profits  a 
considerable  amount  in  very  good  years. 

It  will  be  noticed  in  the  plan  that  the  profits  have  been 
divided  into  three  funds, — part  to  the  clerks,  part  to  the 
senior  officers  chiefly  responsible  for  the  creation  and 
management  of  the  business,  and  part  to  the  other  of- 
ficers. This  further  segregation  has  the  advantage  that 
the  clerks  receive  a  fund  which  is  all  their  own,  and  by 
their  efficiency  or  lack  of  efficiency  in  a  measure  decide 
how  many  the  fund  will  be  divided  among. 

Another  purpose  of  the  separation  is  to  bind  the 
senior  officers  closely  to  the  company,  because  there  is 
hardly  an  instance  where  a  senior  officer  could  not  make 
more  money  if  in  business  for  himself,  than  the  com- 
pany could  afford  to  pay  as  a  regular  fixed  charge,  and 
to  take  care  of  this  provision,  the  senior  officers'  share 
of  the  profits  is  divided  into  two  funds,  half  for  a 
regular  prorata  distribution,  and  half  to  special  service 
fund  to  be  distributed  among  officers  designated  by  the 
Board  of  Directors.  This  same  plan  was  adopted  to  a 
lesser  extent  with  the  junior  officers,  the  share  of  the 
profits  going  to  the  junior  officers  was  divided  two- 
thirds  to  the  regular  distribution,  and  one-third  to  the 
special  service  fund. 

As  an  equitable  method  of  distributing  the  special  ser- 
vice fund,  we  decided  on  the  plan  of  grouping  the  senior 
officers  into  four  groups,  and  setting  up  new  control  fig- 
ures upon  which  to  prorata  the  special  service  fund.  The 
new  control  figures  for  the  officers  in  Group  A  are  three 
times  their  control  figure  in  the  regular  distribution ;  offi- 
cers in  Group  B  twice  their  regular  control  figure,  while 
officers  in  Group  C  receive  the  same  as  their  regular  con- 
trol figure,  and  officers  in  Group  D  not  sharing  in  the 
special  service  fund.  The  "other"  or  junior  officers  shar- 
ing in  the  "other"  officers  special  service  fund  were 
treated  in  the  same  way. 
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The  officers  designated  as  senior  officers  under  the 
plan  are: 

Chairman  of  the  board  (who  is  active),  president, 
vice-presidents,  comptroller,  treasurer,  secretary,  mana- 
gers and  assistant  managers  of  branches  in  foreign  coun- 
tries. 

LENGTH  OF  SERVICE  INCREASES 
PROFIT-SHARES 

Brooklyn  Edison  Company,  New  York 

At  the  end  of  the  year  employees  will  be  credited 
with  a  sum  out  of  the  profits  of  the  company's  opera- 
tions for  that  year,  in  accordance  with  the  following 
schedule : 

To  those  employees  who  have  been  in  the  company's 
service  two  full  calendar  years  a  percentage  of  their 
salary  or  wages  for  the  year,  equivalent  to  one-quarter 
of  the  rate  of  dividends  paid  on  the  capital  stock  during 
the  year. 

To  those  employees  who  have  been  in  the  company's 
service  three  full  calendar  years  a  percentage  of  their 
salary  or  wages  for  the  year,  equivalent  to  one-half 
-of  the  rate  of  dividends  paid  on  the  capital  stock  during 
the  year. 

To  those  employees  who  have  been  in  the  company's 
service  four  full  calendar  years,  a  percentage  of  their 
salary  or  wages  for  the  year,  equivalent  to  three-quarters 
of  the  rate  of  dividt-nds  paid  on  the  capital  stock  during 
the  year. 

Those  who  have  been  in  the  company's  service  five 
full  calendar  years  or  more,  a  percentage  of  their  salary 
or  wages  for  the  year,  equivalent  to  the  full  dividend 
rate  paid  on  the  capital  stock  during  the  year. 

This  profit-sharing  plan  is  adopted  for  the  current 
year  only,  and  it  will  continue  from  year  to  year  only 
as  the  Board  of  Directors  may  adopt' it  for  each  year. 
Provisions  herein  for  more  than  one  year  are  contingent 
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upon  the  adoption  of  the  plan  by  the  Board  of  Directors 
for  subsequent  years. 

The  amount  of  ihese  credits  will  be  paid  in  cash  to 
the  trustees  of  the  Brooklyn  Edison  investment  fund  to 
the  credit  of  the  individual  employees  and  shall  be  sub- 
ject to  the  conditions  and  by-laws  of  the  said  fund, 
which  are  annexed  hereto,  except  as  modified  by  the 
following  restrictions : 

The  sum  credited  in  any  year  cannot  be  withdrawn 
within  three  years,  except  with  the  consent  of  the  Provi- 
dent Committee  and  for  one  of  the  following  reasons : 

To  make  payments  upon  the  purchase  of  a  home. 

Because  of  death  of  the  employee. 

Unusual  necessity  in  the  opinion  of  the  committee. 

All  moneys  or  credits  to  which  any  employee  would 
be  otherwise  entitled  and  which  have  not  previously  been 
subject  to  withdrawal  at  the  option  of  the  employee,  shall 
be  wholly  forfeited  by  him,  and  shall  revert  to  the  com- 
pany, or  if  already  paid  to  the  investment  fund,  shall 
revert  to  the  fund,  in  the  event  that: 

Such  employee  is  discharged  by  the  company  for  mis- 
conduct; or 

Such  employee  leaves  the  employment  of  the  com- 
pany without  giving  the  company  one  month's  prior  no- 
tice in  writing,  unless  the  necessity  of  this  notice  is  waived 
in  writing  by  th«e  company  at  the  time  of  leaving ;  or  such 
employee  without  the  written  consent  of  the  committee 
assigns  to  any  one  or  attempts  to  transfer,  sell  or  en- 
cumber any  interests  he  may  have  in  said  amounts ;  or 

Such  employee  shall  become  insolvent  or  bankrupt. 

The  Provident  Committee  may,  in  its  discretion, 
withhold  a  part  or  all  of  the  share  of  profit  to  which 
an  employee  might  otherwise  be  entitled,  if  for  any  rea- 
son, the  committee  may  be  of  the  opinion  that  such  em- 
ployee ought  not  to  receive  or  have  the  benefit  of  the 
same;  and  if  any  sum  shall  be  so  withheld  by  the  com- 
mittee, such  employee  shall  in  no  event  have  any  interest 
in  the  sum  so  withheld. 
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In  case  of  the  forfeiture  of  any  employee's  profits, 
the  committee  may,  in  their  discretion,  give  the  same  to 
the  family  of  said  employee. 

Any  employee  who  leaves  the  employment  of  the 
company  and  gives  one  month's  notice  of  his  intention 
to  do  so,  shall  be  entitled  to  withdraw  the  share  of  profit 
therefore  credited  to  him  at  the  expiration  of  six  months 
froni  the  date  of  giving  such  notice,  after  which  period 
of  six  months  the  share  of  such  employee  if  not  with- 
drawn will  cease  to  participate  in  dividends  or  profits  of 
the  investment  fund. 

After  three  successive  annual  sums  have  been  cred- 
ited to  any  employee,  the  Provident  Committee  will,  on 
request  of  such  employee,  deliver  stock  certificate  for 
the  number  of  full  shares  covered  by  such  credit,  less 
the  amount  of  the  last  preceding  year's  credit,  at  a  price 
which  the  Provident  Committee  shall  determine  to  be  the 
average  cost  price  of  the  stock  held  by  the  fund. 

Upon  the  death  of  any  employee  his  profits  may  be 
immediately  withdrawn  by  his  family,  next  of  kin  or  legal 
representative,  conditioned  upon  the  presentation  of 
proofs  satisfactory  to  the   committee. 

No  restrictions  are  placed  upon  the  withdrawal  of 
dividends  declared  by  the  investment  fund  upon  the 
profit-sharing  investments  of  the  employees;  and  none 
of  the  restrictions  placed  upon  the  profit-sharing  invest- 
ments shall  apply  in  any  way  to  the  moneys  paid  into 
the  fund  directly  by  the  employees. 

The  company  expressly  reserves  and  will  exercise 
its  right  and  privilege  to  discharge  from  its  service  at 
any  time  any  employee,  when  its  interests  so  warrant 
without  liability  for  any  share  of  profits. 

OLDER  EMPLOYEES  RECEIVE  LARGER  SHARE 
Cleveland  Twist  Drill  Company 

The  first  division  of  profits  took  place  in  February, 
1916,  when  employees  who  had  been  with  the  company 
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since  July  1,  1913,  received  a  cash  dividend  amounting 
lo  about  10  per  cent  of  their  year's  earnings. 

Present  Plan 

1.  Before  any  profits  are  divided  with  employees 
the  stockholders  shall  receive  8  per  cent  per  annum  on 
their  investment. 

2.  When  the  above  8  per  cent  interest  has  been  paid 
to  the  stockholders  in  any  calendar  year,  all  cash  divi- 
dends subsequently  declared  in  that  year  will  be  di- 
vided between  (1)  the  stockholders  on  the  amount  of 
their  investment  and  (2)  the  employees  on  the  amount 
of  the  salary  or  wages  earned  by  them  during  the  twelve 
months  ending  June  30  of  that  year,  as  follows : — 

A.  Employees  who  have  been  continuously  in  the 
service  of  the  company  for  at  least  two  years  prior  to 
July  1  will  receive  dividends  at  the  same  rate  as  the 
stockholders. 

B.  Employees  continuously  in  the  service  for  more 
than  one  year,  prior  to  July  1,  and  less  than  two  years 
prior  to  July  1,  will  get  three- fourths  of  that  rate. 

C.  Employees  who  have  served  continuously  for  less 
than  one  year,  prior  to  July  1,  will  get  one-half  the  rate 
to  stockholders. 

D.  Dividends  that  have  accrued  to  employees  will 
be  distributed  once  a  year  in  December. 

3.  No  person  will  be  entitled  to  a  share  in  this  dis- 
tribution unless  he  is  a  bona  fide  employee  of  the  conv 
pany  in  good  standing  at  the  time  of  the  distribution; 
except  that  employees  who  are  at  that  time  temporarily 
laid  off  owing  to  lack  of  work  or  sickness  will  be  en- 
titled to  the  share  accruing  to  them  on  the  wages  earned 
by  them  during  the  twelve  months  ending  June  30  of 

that  year. 

4.  Employees  voluntarily  leaving  the  service  of  the 
company,  or  dismissed,  or  discharged,  will  forfeit  their 
right  to  any  accrued  dividends. 
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5.  Any  employee  who  may  receive  a  commission 
from  the  company  or  any  share  in  the  profits  other  than 
as  provided  for  in  this  plan  (except  thru  dividends  on 
stock  if  a  stockholder)  shall  thereby  be  rendered  ineli- 
gible to  receive  dividends  under  this  plan. 

6.  All  employees— except  those  noted  in  the  three 
preceding  sections— shall  be  eligible  to  share  in  dividends. 

7.  The  above  plan  for  division  of  profits  is  purely 
vf^luntary  on  the  part  of  the  company  and  is  in  no  sense 
a  contract.  The  right  is  therefore  reserved  to  the  di- 
rectors to  make  at  any  time,  without  restriction,  such 
changes  in  the  plan  as  they  may  consider  desirable  for 
the  best  interests  of  the  organization.  The  fact  that  any 
employee  is  receiving  the  benefits  of  this  plan  shall  not 
deprive  the  company  of  the  right  at  any  time  to  dis- 
charge such  employee  and  thereby  terminate  his  participa- 
tion under  the  plan,  nor  shall  any  employee  acquire  any 
right  thereunder  to  any  accounting  by  the  company  con- 
cerning its  business  or  profits. 

WITHHOLDING   PROFIT-SHARES   TO   INDUCE 

CONTINUED  SERVICE 

The  plan  of  a  large  corporation  that  has  a  yearly 
plan  of  profit-sharing,  changed  annually,  contains  the 
provision  that  one-half  of  the  amount  due  the  employee 
may  be  invested  in  stock  which  is  not  delivered  in  full 
until  four  years  have  elapsed.    The  provision  follows : 

l,ook?^hill^l'l^  ^T  ^^^''  ^H^  ^'J""^^  ^"^^^  ^^  the  corporation's 

ZoLf^^hll^L^^^"" -^'"'^'^^^^^^^  r"  ^^'"  b^  "Stifled  of  the 
amount  of  the  bonus,  if  any,  to  which  you  are  entitled  under 
this  plan  (7  per  cent  is  paid  on  preferred  stock.  6  per  cenron 
common    and  amortization    fund    paid    before    profit-sha?e    is 

fh.'  "^^'^V^"^  ^°"^^^"  ^^^^^^^  ^  ^heck  for  the  amount  provided 
that  the  Finance  Committee  may,  at  its  option,  invest  for  your 
account  in  common  stock  of  the  corporation,  one-half  of  the 
amount  due  you.  which  stock  will  be  delivered  to  vou  subject 
to  possible  forfeiture  mentioned  below  (dischar^^e'  or  leavin- 
company)  25  per  cent  within  thirty  days  after  February       iQ.r 
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2:;  oer  cent  within  thirty  days  after  February  i.  1922,  and 
so  p^er  cent  wUhiTi  thirty  days  after  February  i,  1923.  provided 
vou^  have  continued  uninteruptedly  in  the  service  of  the  cor- 
poration  to  said  dates. 

The  above  announcement  is  dated  April,  1919. 

PROFIT-SHARING  THROUGH  STOCK 

OWNERSHIP 

Procter  and  Gamble  Company,  Cin(  inn'ati 

Who  Is  Eligible 
Any  employee  (except  salesmen  and  traveling  repre- 
sentatiVes)  of  the  company,  or  ^"^^^idiaries^  earning  as 
salary  or  wages  an  amount  not  exceeding  $2,UUU  a  year 
upon  application  to  the  treasurer  of  th<^  company,  and 
with  its  approval,  mav  have  purchased  for  his  account, 
at  the  market  value  thereof  at  the  time  application  is 
received  by  the  treasurer,  the  nearest  number  ot  one- 
eighth  shares  of  the  common  stock  of  the  company  the 
total  cost  of  which  to  him  equals  or  exceeds  the  amount 
of  his  annual  salary  or  wages. 

Trustees  Hold  Stock 
The  stock  so  purchased  for  such  employee  to  be  held 
for  his  benefit  by  three  trustees  to  be  appointed  from 
time  to  time  by  Board  of  Directors  of  company.  Trustees 
may  be  selected  at  the  board's  discretion  trom  the  com- 
pany's officers,  directors  or  employees. 

How  Paid  for 
Employee  to  repay  to  company  in  cash  during  each 
vear  after  date  of  purchase  of  stock  until  it  is  fully  paid 
for  not  less  than  5  per  cent  of  total  amount  of  his  an- 
nual wages.  , 
All  profit-sharing  dividends  due  such  employee,  ci  ed- 
ited upon  such  purchase  price  until  stock  is  fully  paid 
for  and  thereafter  all  profit-sharing  dividends  paid  in 
cash  to  such  employee  in  accordance  with  the  terms  of 
this  plan. 
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Certificate  of  Contract — Pass  Book 

Immediately  upon  the  approval  by  company  of  em- 
ployee's application,  the  trustees  issue  to  him  a  certificate 
of  participation  and  a  pass  book,  the  former  setting  forth 
the  formal  contract  between  the  company  and  the  em- 
ployee, the  amount  of  stock  bought  for  him,  the  price 
paid  for  same,  and  the  company's  guarantee  as  to  condi- 
tions and  on  the  basis  herein  outlined. 

The  trustees,  from  time  to  time,  as  dividends  or  pay- 
ments are  made  or  credited  for  the  account  of  the  em- 
ployee participating,  shall  have  proper  entries  made  in  his 
pass  book. 

Rate  of  Dividend 

Profit-sharing  dividends  will  be  paid  by  the  company, 
on  the  amount  of  the  employee's  annual  wages,  exclusive 
of  the  amount  eamed  by  him  by  working  overtime,  but  in 
no  event  on  an  amount  exceeding  $2,000  per  annum,  at 
the  rates  shown  below: 

Per  cent 

1st  year  of  participation  10 

2nd    "  "  "  II 

3d      "  "  "  12 

4th     "  "  •'  13 

5th     "  "  "  14 

6th     "  "  "  IS 

7th     "  "  "  16 

8th     "  "  "  17 

9th     "  "  "  18 

loth     "  "  " 19 

nth    "  "  "  20 

A  f  ter  1 1  years  20 

Method  of  Dividend  Payment 

1.  Profit-sharing  dividends  payable  at  the  end  of 
each  calendar  month,  except  as  herein  provided. 

2.  Profit-sharing  dividends  to  be  credited  or  paid 
to  employee  only  in  case  he  is  still  in  employ  of  the  com- 
pany on  the  dates  said  dividends  are  payable  and  em- 
ployed continuously  from  the  date  of  his  certificate  of 
participation. 
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3.  No  profit-sharing  dividend  credited  or  paid  to 
any  employee  unless  his  total  cash  payments  for  entire 
time  he  has  been  participating  under  this  plan  equal  at 
least  5  per  cent  of  his  total  wages  for  such  period. 

4.  If  employee  is  discharged  or  leaves  employ  of 
company  or  makes  application  for  withdrawal  from  plan, 
he  shall  not  receive  or  be  credited  with  any  profit-sharing 
dividend  on  wages  earned  by  him  during  his  last  uncom- 
pleted monthly  period. 

5.  At  the  end  of  each  calendar  month,  after  he 
has  been  a  participant  under  this  plan  for  a  full  year,  the 
trustees  deliver  to  the  employee  trust  certificates  eviden- 
cing his  ownership  of  all  such  one-eight  shares  of  the 
common  stock  of  the  company  as  have  been  fully  paid 
for  by  him  in  the  manner  provided,  and  at  the  price  per 
share  indicated  on  his  certificate  of  participation. 

6.  On  such  trust  certificates  for  one-eight  shares 
when  and  after  delivered,  participant  receives  in  cash  his 
proportion  of  all  dividends  as  and  when  declared  and 
paid  upon  the  common  stock  of  the  company.  He  may 
exchange  trust  certificates  or  regular  certificates  for  full 
shares  of  the  common  stock  of  the  company  at  any  time 
by  presenting  them  in  multiples  of  eight  to  the  trustees 
under  this  plan. 

7.  "Inasmuch  as  the  main  purpose  of  this  plan  is 
to  have  the  employees  of  the  company  become  and  remain 
holders  of  its  common  stock,  it  is  hoped  no  employee  will 
sell  any  trust  certificates  or  regular  certificates  of  stock 
obtained  under  this  plan,  except  in  case  of  extreme  emer- 
gency. Therefore  the  trust  certificates  for  one-eighth 
shares  can  be  assigned  only  to  the  trustees  under  this 
plan.  The  trustees,  however,  upon  written  application 
of  the  employee,  will  repurchase  the  same  at  the  prevail- 
ing market  price,  subject  to  the  conditions  herein  pro- 
vided." 

8.  If  an  employee  sells  or  disposes  of  stock  of  the 
company  received  by  him  under  this  plan,  without  formal 
consent  of  the  trustees,  so  that  his  remaining  holding  is 
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reduced  below  the  number  of  shares  constituting  his 
original  subscription,  his  profit-sharing  dividends  cease 
with  the  previous  monthly  payment  and  are  not  resumed 
for  one  year,  and  then  only  upon  his  resubscription  on 
the  basis  of  a  new  subscriber. 

9.  The  employee  is  to  surrender  his  pass  book  and 
certificate  of  participation  to  the  company  whenever  his 
employment  with  company  ceases.  In  which  event  he* 
is  paid  or  tendered  the  value  of  his  interest  in  same  on 
the  date  of  the  termination  of  his  employment  according 
to  the  provisions  of  this  plan. 

10.  Neither  certificate  of  participation,  trust  cer- 
tificate, pass  book  nor  any  interest  therein  may  be 
assigned  or  transferred  by  the  employee,  except  to  the 
company  as  provided,  and  the  company  will  not  recog- 
nize any  such  attempted  assignment  or  transfer  from  the 
name  of  the  original  holder. 

Increase  Holding  with  Wage  Increase 
1.  When  an  employee  receives  an  increase  in  wages 
so  that  his  annual  earnings  then  exceed  the  amount  of 
his  original  subscription  under  this  plan,  (such  wages  as 
increased,  however,  not  being  in  excess  of  $2,000  per  an- 
num), he  may  have  purchased  for  his  account,  subject  to 
all  the  conditions  of  this  plan,  the  nearest  number  of  ad- 
ditional one-eighth  shares  of  the  common  stock  of  the 
company  at  its  then  market  value  as  shall  make  the  total 
cost  of  stock  subscribed  for  by  him  under  this  plan  equal 
to  or  in  excess  of  his  annual  wages  (exclusive  of  overtime 
earnings)   after  such  increase. 

2.  He  receives  thereafter  profit-sharing  dividends 
upon  the  total  amount  of  his  annual  wage,  provided,  how- 
ever, in  no  event,  shall  he  receive  profit-sharing  divi- 
dends upon  an  amount  in  excess  of  $2,000  nor  in  excess 
of  his  annual  wages  exclusive  of  overtime. 

3.  Any  employee  under  this  plan,  whose  wages  are 
increased  to  a  sum  in  excess  of  $2,0(X)  per  annum,  ex- 
clusive of  overtime,  and  who  in  consequence  is  no  longer 
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entitled  to  receive  profit-sharing  dividends  under  this  plan, 
whose  subscription  has  not  been  paid  in  full  and  who 
desires  to  complete  the  payment  of  same,  may  continue 
to  pay  annually  on  account  thereof,  an  amount  equal  to 
the  5  per  cent  per  annum  payment  required  under  this 
plan,  plus  a  further  annual  amount  equal  to  the  year's 
profit-sharing  dividend  last  credited  to  his  account,  and 
in  so  doing  retain  his  stock  interest  under  this  plan  un- 
til same  is  paid  in  full. 

How  Withdrawal  Is  Made 

An  employee  may  at  any  time  surrender  his  pass 
book  and  certificate  of  participation  and  withdraw  his 
interest  thereunder,  subject  to  the  terms  and  conditions 
stated  below  : 

Notice  and  Surrender 

He  must  give  notice  in  writing  to  the  treasurer  of 
the  company  of  his  desire  to  receive  such  money  as  may 
be  due  him,  and  must  surrender  his  pass  book  and  cer- 
tificate of  participation.  Thereupon  without  regard  to 
the  length  of  time  he  may  have  been  a  participant  under 
the  plan,  his  profit-sharing  dividends  cease  with  the  previ- 
ous month  and  shall  not  be  resumed  for  a  period  of  one 
year,  and  then  only  upon  his  resubscription  under  the 
plan  upon  the  basis  of  a  new  subscriber. 

Withdrawal  Before  Participating  for  One  Year 

An  employee  giving  such  notice  of  his  desire  to  with- 
draw from  this  plan,  who  has  been  a  participant  under 
same  for  a  period  of  less  than  one  year  prior  to  the  date 
of  his  written  notice  of  withdrawal,  shall  have  refunded 
to  him  and  shall  be  entitled  to  receive  only  such  amount 
as  he  actually  has  paid  in  cash  toward  the  purchase  of 
his  stock,  plus  interest  as  6  per  cent  per  annum  but  he 
shall  not  derive  the  benefit  of  any  profit-sharing  dividends 
which  may  have  l)een  credited  to  his  account  in  the  mean- 
time. 
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An  employee,  giving  such  written  notice  of  his  desire 
to  withdraw  from  this  plan,  who  has  been  a  participant 
under  same  for  a  period  of  one  year  or  more  and  whose 
subscription  is  not  paid  in  full,  shall  receive  within  ninety 
days  thereafter,  in  addition  to  such  one-eighth  shares  as 
may  have  been  delivered  to  him,  an  amount  in  cash  equal 
to  the  balance  standing  to  his  credit.  The  employee  so 
withdrawing  from  this  plan,  can  sell  to  the  company  at 
any  time  on  the  basis  of  the  then  market  price  of  full 
shares,  all  such  trust  certificates  representing  one-eighth 
shares  of  common  stock  of  the  company  as  may  have 
been  issued  to  him. 

Discharged  Employee 

The  fact  that  an  employee  is  taking  advantage  of  and 
is  receiving  the  benefits  of  this  plan,  does  not  deprive 
the  company  of  the  right  at  any  time  and  for  any  cause 
to  discharge  such  employee  and  thereby  terminate  his 
participation  under  this  plan.  Participation  in  the  bene- 
fits of  this  plan  cease  immediately  upon  the  termination 
of  employment.  A  settlement  with  him  is  then  made 
based  on  the  status  of  his  account  on  date  of  termination, 
subject  to  the  conditions  and  provisions  governing  with- 
drawals. 

Death  of  Employee 

Upon  the  death  of  an  employee  participating  in  this 
plan,  immediate  settlement  is  made  with  the  legal  repre- 
sentatives of  his  estate  in  the  manner  provided  by  law, 
but  on  the  basis  outlined  in  the  paragraph  providing  for 
withdrawal  after  participating  for  one  year  regardless 
of  the  time  such  employee  actually  may  have  been  a  par- 
ticipant under  the  plan. 

Alteration  or  Termination  of  Plan 

The  company  reserves  the  right  as  against  any  or 
all  employees,  to  alter  or  amend  this  plan  at  any  time 
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and  to  terminate  the  same  altogether  at  the  end  of  any 
fiscal  year.  In  such  event,  settlement  with  each  partici- 
pant will  be  made  according  to  the  conditions  of  his  in- 
dividual account  at  such  time,  and  under  the  conditions 
governing  withdrawal. 

A  "FIFTY-FIFTY"  PLAN 

Harvard  Knitting  Mills,  Wakefifxd,  Massachusetts 

A  number  of  employers  have  attempted  to  divide  the 
profits  of  their  companies  between  employees  and  com- 
pany according  to  a  fifty-fifty  basis.  Notable  among 
such  plans  is  that  of  the  Harvard  Knitting  Mills  of  the 
Winship,  Boit  &  Company.  This  plan  differs  from 
others  of  the  fifty-fifty  type  in  that  half  of  the  employee's 
profit-share  is  paid  in  cash,  the  other  half  being  retained 
in  the  business,  with  certificate  for  same  being  credited 
to  the  employee. 

Reasons  for  Sharing  Profits 

The  reasons  for  sharing  profits  with  their  employees 
are  given  by  Mr.  Charles  Winship: 

1.  It  seemed  to  us  that  if  we  were  to  accumulate 
money  it  would  be  better  to  share  it  with  the  people  who 
helped  to  make  it  than  to  give  too  exclusively  for  educa- 
tional, philanthropic  or  other  worthy  objects,  however 
important  such  objects  might  be. 

2.  We  believed  that  our  workers  would  have  a 
greater  interest  in  the  business. 

3.  We  felt  confident  that  better  quality  goods  would 
be  turned  out. 

4.  We  thought  that  the  employees  would  work  to- 
gether and  cooperate  to  a  greater  degree,  knowing  that 
the  profits  of  each  one  depended  to  a  large  extent  upon 
the  amount  of  work  which  he  and  his  co-workers  pro- 
duced. 
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5.  It  seemed  to  us  that  a  man  in  this  employee- 
partnership  would  say  to  himself :  *T  am  a  part  of  this 
company.  It  is  to  my  advantage  to  see  that  everything 
is  done  to  protect  the  interests  of  the  company,  to  further 
its  aims  and  to  make  it  a  success  in  every  way." 

The  following  is  the  text  of  the  agreement  with 
employees. 

Agreement 

Agreement  made  and  entered  into  this  first  day  of 
January,    in   the  year  one  thousand   nine   hundred   and 

,  by  and  between  Winship,  Boit  &  Company 

of  Wakefield,  in  the  County  of  Middlesex  and  Common- 
wealth of  Massachusetts,  one  of  the  United  States  of 
America,  doing  business  as  manufacturers  of  underwear 
and  other  woolen  and  cotton  clothing  at  said  Wakefield, 
party   of   the   first   part   and    herein   called   proprietors, 

and    

of    ^^^'.'.'.'.\'.'.'.'.'.'.,'.'.\'. 

who  has  been  in  the  employ  of  said  proprietors  for 
more  than  one  year  prior  to  the  date  hereof,  and  herein 
designated  employee-partner,  party  of  the  second  part, 
for  the  following  purposes,  to  wit : 

Witnesseth  That,  Whereas,  the  proprietors  are  desir- 
ous of  establishing  a  profit-sharing  arrangement  between 
themselves  and  all  of  their  employees  which  shall  be 
just  between  them  and  signature  of  the  proprietors  and 
each  and  all  of  their  employees,  to  the  end  that  the 
whole  body  of  said  employees  shall  be  entitled  to  and 
receive  one-half  of  the  net  profits  of  the  business  above 
described  in  the  proportions  and  upon  the  stipulations 
hereinafter  set  forth:  and  to  promote  and  secure  more 
cordial  and  profitable  relations  between  the  proprietors 
and  their  employees  as  employee-partners  as  aforesaid, 
an  increase  of  interest  in  the  welfare  and  prosperity 
of  the  business,  an  inducement  to  greater  care  and  econ- 
omy in  the  use  of  materials,  the  awakening  of  a  stronger 
desire  to  and  a  greater  pride  in  the  manufacture  of  the 
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very  best  possible  products ;  the  encouragement  of  econ- 
omy, thrift,  and  accumulation  on  the  part  of  the  em- 
ployees, that  they  may  become  more  independent  finan- 
cially, better  fitted  for  the  discharge  of  all  duties  of 
public  and  private  life,  and  especially  the  promotion  of 
the  welfare  and  better  education  of  their  children;  and 
that  through  their  individual  and  combined  efforts  the 
standard    of    civilization    may    be    in    some    measure 

elevated. 

Stipulations 

Eligibility — One    Year's  Service 

1.  From  and  after  the  date  hereof  the  proprietors 
above  named  and  all  persons  who  have  been  continu- 
ously in  their  employ  for  a  period  of  one  year  and 
shall  sign  this  or  a  like  agreement  do,  and  all  persons 
who  may  be  and  remain  in  the  employ  of  said  pro- 
prietors continuously  for  a  period  of  one  year  next  prior 
to  the  first  day  of  January  in  each  succeeding  year  and 
shall  each  individually  join  with  said  proprietors  in  a 
like  agreement  shall  become  partners  between  themselves 
and  said  proprietors  in  the  net  profits  of  said  business 
upon  the  terms  and  stipulations  herein  contained  and 
be  called  and  known  as  employee-partners. 

Employees  in  Service  One  Year  Receive,  in  Addition  to  Wages, 
Percentage  of  Earnings  for  Year 

2.  All  employees  who  have  been  in  the  employ  of 
the  proprietors  for  one  year  or  more  prior  to  the  date 
hereof  shall  receive  in  addition  to  their  wages  an  interest 
in  said  business  based  on  their  earnings  for  the  year 
1919  and  their  length  of  service  with  said  proprietors, 
to  wit,  those  who  have  been  so  employed  to  receive 
an  interest  equal  to  20  per  cent  of  their  earnings  for 
said  year,  and  those  who  have  been  in  said  employ  for 
a  longer  period  to  have  1  per  cent  additional  for  each 
year  of  faithful  service,  and  to  receive  a  certificate  there- 
for, these  shares  to  begin  January  1,  1920. 


EMPLOYEES    AND    EXECUTIVES 


Annual  Profits  to  Be  Split  50-50 


95 


3.  As  soon  as  may  Ije  after  the  thirty-first  day  of 
December,  1920,  the  net  profits  of  the  business  of  the 
proprietors  for  the  calendar  year  1920  shall  be  ascer- 
tained. One-half  of  said  sum  shall  be  placed  to  the 
credit  of  the  body  of  employee-partners  by  proper  entries 
upon  the  books  of  the  proprietors.  The  other  one-half 
of  said  sum  shall  remain  the  sole  and  separate  property 
of  the  proprietors.  As  soon  as  may  be  after  the  thirty- 
first  day  of  December  in  each  succeeding  year  until 
this  agreement  is  abrogated  the  net  profits  of  the  busi- 
ness of  the  proprietors  for  that  calendar  year  shall  be 
ascertained,  divided,  and  entered  upon  the  books  of  the 
proprietors  in  the  same  manner.  The  one-half  of  the 
net  profits  of  the  business  credited  to  the  body  of  em- 
ployee-partners shall  be  divided  among  the  individual 
employee-partners  in  proportion  to  their  wages  or  sal- 
ary for  the  year  in  which  the  division  is  made,  that 
is,  as  the  whole  payroll  is  to  the  sum  to  be  divided, 
so  is  the  amount  of  the  wages  or  salary  to  the  individual 
amount  which  each  employee-partner  is  to  receive.  Fifty 
per  cent  of  this  amount  will  be  paid  in  cash  and  a 
certificate  will  be  issued  for  the  remaining  50  per  cent 
to  each  individual  employee-partner. 

Each  employee-partner  shall  be  credited  upon  his 
certificate  with  the  amount  to  which  he  is  entitled  under 
this  agreement,  for  the  current  year,  which  amount  shall 
remain  in  the  business  of  the  proprietors  and  be  entered 
upon  the  books  of  the  proprietors  to  the  credit  of  each 
individual  employee-partner  and  upon  which  the  pro- 
prietors shall  pay  annually  to  the  employee-partner  inter- 
est at  the  rate  of  6  per  cent  per  annum. 

All  persons  who  hereafter  enter  the  service  of  the 
proprietors  and  become  employees  and  who  continue 
in  the  service  one  year  shall  receive  an  interest  in  said 
business  equal  to  20  per  cent  of  their  earnings  for  that 
year  and   shall  receive  certificates  therefor;  if  actually 
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in  service  less  than  one  year  they  shall  not  be  entitled 
to  receive   such   percentage. 

Any  employee-partner  who  has  been  in  the  employ 
of  the  proprietors  for  the  term  of  five  years  or  longer 
and  who  has  arrived  at  the  age  of  sixty  years  shall 
have  the  right  to  withdraw  each  year  50  per  cent  of 
the  amount  credited  on  his  certificate,  said  withdrawal 
to  be  made  as  of  the  first  day  of  January  in  each  year. 

Whenever  an  employee-partner  who  has  received 
certificates  as  aforesaid  for  five  years  or  more,  or  who 
has  been  in  the  employ  of  the  proprietors  five  years 
or  more,  prior  to  the  date  hereof,  retires  from  the  em- 
ployment of  said  proprietors  he  shall  have  his  certificates 
redeemed  at  full  value  in  one  year  after  he  has  given 
notice  of  his  retirement,  with  interest  at  the  rate  of  6 
per  cent  per  annum,  the  valuation  to  be  as  of  the  date 
of  payment.  An  employee-partner  leaving  before  the 
expiration  of  five  years'  service  shall  permit  the  amount 
for  which  he  holds  certificates  to  remain  with  the  pro- 
prietors until  the  expiration  of  five  years  from  the  date 
of  his  employment  and  shall  receive  interest  thereon 
annually  at  the  rate  of  6  per  cent  per  annum. 

The  proprietors  reserv^e  the  right  to  pay  the  whole 
or  part  of  any  certificate  at  any  time. 

In  case  of  the  death  of  any  employee-partner  the 
full  amount  to  which  he  was  entitled  at  the  time  of  his 
death  shall  be  paid  in  cash  to  his  legal  representatives. 

Interests  of  Employees  Not  Assignable 

4.  All  payments  shall  be  made  to  the  individual  em- 
ployee-partner in  person  or  upon  his  or  her  written 
order.  All  interests  of  the  employee-partners  above- 
named  shall  be  held  by  the  proprietors  free  from  any 
claim  of  parents  or  guardian  and  from  attachment  upon 
any  legal  process  or  decree  in  any  equitable  process 
so  far  as  the  law   will  permit. 

This  contract  shall  not  be  assignable,  except  to  the 
proprietors. 
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5.  In  case  that  in  any  year  a  loss  or  losses  occur 
in  the  business  carried  on  by  the  proprietors  as  afore- 
said the  same  shall  be  borne  in  equal  parts  by  the  pro- 
prietors and  the  employee-partners  if  there  are  sufficient 
funds  in  the  hands  of  the  proprietors  belonging  to  the 
employee-partners  to  meet  such  obligation,  and  the  same 
shall  be  taken  for  that  purpose  from  the  general  fund 
so  held  by  the  proprietors.  If  there  are  not  sufficient 
funds  so  held  by  the  proprietors  the  diflference  shall  be 
advanced  by  the  proprietors  and  shall  become  a  charge 
against  the  general  fund  of  the  employee-partners  as 
aforesaid.  The  deductions  from  this  fund  and  all 
charges  thereon  shall  be  in  proportion  to  the  amount 
credited  to  each  employee-partner. 

Provisions  for  Dependents  in  Case  of  Death 

6.  In  case  of  the  death  of  any  employee-partner 
who  has  been  in  the  employ  of  the  proprietors  for  one 
year  or  more  leaving  a  dependent  widow  and  a  child 
or  children  under  the  age  of  sixteen  years,  there  shall 
be  paid  to  said  widow  for  herself  and  her  child  or 
children,  such  sum  per  month  as  may  be  deemed  reason- 
able by  the  proprietors  under  the  circumstances  of  each 
particular  case,  no  payments  to  be  made  to  or  for  the 
benefit  of  any  child  after  he  or  she  arrives  at  the  age 
of  sixteen  years.  In  case  of  the  death  of  any  employee- 
partner  who  is  a  widow,  and  leaving  a  dependent  child 
or  children,  payment  under  like  conditions  will  be  made 
to  the  guardian  of  such  child  or  children. 

These  sums  shall  be  charged  to  the  general  expenses 
of  said  business. 

Employees  May  Hire  Ozvn  Account<ant 

7.  At  the  end  of  each  calendar  year  the  regular 
accountant  of  the  proprietors  shall  ascertain  the  amount 
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of  the  net  profits  made  in  the  business  carried  on  by 
the  proprietors  and  state  to  each  employee-partner  the 
amount  (hie  him  under  this  agreement,  which  statement 
shall  be  final  unless  a  majority  of  all  the  employee- 
partners  by  a  written  ballot  shall  vote  to  have  the  books 
of  the  proprietors  examined  for  the  purpose  of  ascertam- 
ing  the  net  profits.  If  such  a  majority  so  vote,  they  may 
employ  a  competent  accountant  who  shall  in  person 
examine  the  books  and  state  the  amount  of  net  profits 
made  in  the  business  for  the  year  then  last  past,  at 
which  examination  an  accountant  for  the  proprietors 
may  be  present.  The  expense  of  such  an  examination 
for  the  employee-partners  shall  be  paid  and  taken  from 
the  fund  credited  to  the  employee-partners  on  the  books 
of  the  proprietors. 

Committee  of  Employees  to  Deal  With  Management 

8.  A  majority  of  all  the  employee-partners  shall 
as  soon  as  may  be  choose  from  their  own  number  a 
committee  of  five  who  shall  act  for  and  on  behalf  of 
the  employee-partners  in  all  negotiations,  suggestions  or 
requests  aflfecting  the  body  of  employee-partners  which 
said  committee  shall  deem  proper  or  desirable  to  submit 
to  and  discuss  with  the  proprietors.  This  shall  not  pre- 
clude any  individual  employee-partner  from  presenting 
to  the  proprietors  any  request  or  suggestion  affecting 
him  or  her  personally  which  said  individual  employee- 
partner  thinks  should  be  discussed  with  the  proprietors. 

Controversies  May  Be  Referred  to  Company 

9.  In  case  any  controversy  as  to  promptness,  effi- 
ciency, neatness,  care  and  exactness  in  work,  or  civility 
and  propriety  in  conduct  shall  arise  between  any  em- 
ployee-partner and  any  person  having  the  care  and 
supervision  of  the  work  of  such  employee-partner,  the 
same  may  be  referred  by  either  party  to  the  proprietors, 
whose  decision  shall  be  final. 
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Certificates  Not  Assignable 

10.  When  any  person  becomes  an  employee-partner 
under  the  terms  of  this  agreement  he  or  she  shall  receive 
a  certificate  of  that  fact  signed  by  the  proprietors, 
which  shall  state  that  neither  said  certificate  nor  this 
agreement  shall  be  assignable  by  the  employee-partner, 
except  to  the  proprietors. 

Company  Retains  Full  Control  of  Business 

11.  The  title  to  all  property  shall  be  and  remain 
in  the  proprietors  and  the  business  of  the  proprietors 
shall  be  owned,  conducted,  managed  and  controlled  solely 
by  them  without  let,  hindrance  or  interference  on  the 
part  of  the  employee-partners  or  any  of  them. 

Company  Reserves  Right  to  Hire  and  Discharge 

12.  The  proprietors  reserve  to  themselves  alone  the 
right  to  increase  or  decrease  the  number  of  their  active 
employees  as  they  consider  their  business  interest 
require,  and  the  right  to  discharge  any  employee  at  any 
time  when  in  their  judgment  the  best  interests  of  the 
business  requires  such  action,  and  full  settlement  be- 
tween the  parties  shall  be  made  at  that  time. 

Employees  May  Ultimately  Run  Business 

13.  If  at  any  time  the  interests  of  the  employee- 
partners  shall  exceed  the  value  of  the  property  and  busi- 
ness of  the  proprietors  at  a  fair  valuation,  a  corporation 
or  association  under  the  laws  of  the  Commonwealth 
of  Massachusetts  shall  be  organized  upon  the  initiative 
of  the  proprietors  or  of  a  majority  of  all  the  employee- 
partners,  to  which  all  the  real  and  personal  property 
of  the  proprietors,  used  by  them  in  said  business, 
together  with  the  then  existing  business,  the  good  will 
thereof,  and  the  right  to  use  the  name  Winship,  Boit 
&  Co.,  shall  be  transferred,  and  all  the  interests  of  the 
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employee-partners  shall  be  transferred,  and  surrendered 
to  said  corporation.  The  capital  stock  of  said  corpora- 
tion shall  be  equal  to  the  value  of  all  property,  rights 
and  interests  that  have  been  conveyed,  transferred  and 
surrendered  to  said  corporation  by  said  proprietors  and 
employee-partners. 

The  par  value  of  the  stock  of  said  corporation  shall 
be  $100  per  share.  The  proprietors  and  employee-part- 
ners and  each  of  them  shall  receive  and  accept  in  full 
payment  of  their  several  separate  interests,  shares  of 
the  capital  stock  of  said  corporation  or  association  at 
their  par  value.  For  any  interest  not  equal  to  $100, 
cash  shall  be  paid  by  the  proprietors  and  said  interests 
transferred  to  them.  The  certificates  of  said  stock  may 
be  transferred  upon  the  books  of  said  company  by  the 
Wakefield  Trust  Company  or  other  transfer  agent  duly 
appointed. 

Minors  to  Receive  Approval  of  Parents 

14.  In  the  case  of  minor  employee-partners  this 
agreement  shall  be  assented  to  by  the  father,  if  living, 
if  not  living,  by  the  mother  if  living,  and  if  neither 
is  living,  by  the  guardian,  if  any. 

Agreement  May  Be  Terminated  After  Tti'o  Years 

This  agreement  may  be  abrogated,  and  this  plan  for 
profit-sharing  abandoned  by  the  proprietors,  their  suc- 
cessors, assigns  or  legal  representatives,  at  any  time 
after  the  expiration  of  two  years  from  the  date  hereof, 
if  in  their  opinion,  the  purposes  for  which  it  is  estab- 
lished as  hereinbefore  set  forth  have  not  been  realized, 
and  the  certificates  shall  be  redeemed  in  full  at  that 
time. 

This  instrument  shall  be  executed  in  duplicate  and 
shall  be  eflFective  from  the  first  day  of  January  A.D. 
19.  .  .  All  subsequent  agreements  of  this  character 
shall  be  dated  on  the  dav  of  their  execution. 
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IN  WITNESS  WHEREOF  we,   Winship,   Boit  & 
Company,  the  Proprietors  above  named,  and 

the  Employee-Partner  above-named,  have  hereunto  set 
our  hands  the  day  and  year  first  above  written. 

Witness  to  both :   

I,  - !!!;!;;!;;!;;;;;;;;!;;; 

father-mother-guardian  of  the  above-named  employee- 
partner,  a  minor,  hereby  assent  to  the  foregoing  agree- 
ment. 

Certificate 
This  certifies  that   

is  an  employee-partner  in  the  profits  of  the  business 
carried  on  by  the  undersigned  Winship,  Boit  &  Company, 
at  Wakefield,  Massachusetts,  manufactures  of  underwear 
and  other  woolen  and  cotton  clothing,  under  an 
agreement  dated  the  first  day  of  January  A.D.  19.  .  ., 
to  which  this  certificate  is  attached. 

The  amount  credited  to  each  employee-partner  on 
said  date  is  entered  commencing  with  entry  "Jan.  1, 
19  .  ."  and  the  amount  with  which  each  employee-part- 
ner should  be  credited  on  the  first  day  of  each  suc- 
ceeding year  will  be  entered  upon  presentation  of  this 
book  at  the  office  of  Winship,  Boit  &  Company. 

Neither  this  certificate  nor  said  agreement  is  assign- 
able, except  to  the  proprietors. 

FiFTY-FiFTY  Plan   of  National  Cash   Register  Co 

Announcement  was  made  by  the  National  Cash  Reg- 
ister Company  of  a  new  profit-sharing  plan  to  be  put 
m  operation  at  the  Dayton,  Ohio,  plant  of  the  company 
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for  the  year  1920.  Employees  share  fifty-fifty  in  the 
net  profits  of  the  company  after  an  amount  equal  to  6 
per  cent  interest  on  the  company's  investment  is  deduc- 
ted.    The  plan  as  originally  announced   is  as   follows: 

The  profits  of  the  company  will  be  determined  by 
a  disinterested  outside  firm  of  accountants.  After  the 
net  profits  have  been  determined  an  amount  equal  to  6 
per  cent  interest  on  the  company's  investment  will  be 
deducted,  and  the  remaining  profits  divided  into  two 
equal  shares,  50  per  cent  to  go  to  the  company,  and 
the  remaining  50  per  cent  to  be  divided  among  the 
employees. 

"The  company's  share  is  for  the  purpose  of  main- 
taining, sustaining  and  increasing  the  business,  building 
new  buildings,  purchase  of  new  machinery  and  other 
equipment,  and  the  maintenance  of  its  present  buildings, 
machinery  and   equipment." 

The  profits  to  be  distributed  among  the  employees 
will  be  divided  into  two  parts,  one-half  (25  per  cent) 
to  the  management,  exclusive  of  the  owners,  and  one- 
half    (25   per  cent)    to   all  other  employees  at  Dayton. 

The  employees  who  make  up  the  management  exclu- 
sive of  the  owners,  are  Class  *'A,"  comprising  the  execu- 
tives and  supervisors,  consisting  of  thirty-five  or  more 
employees,  who  will  receive  12  per  cent;  Class  "B," 
comprising  foremen,  consisting  of  eight-five  or  more 
employees,  who  will  receive  5  per  cent;  Class  "C," 
comprising  job  foremen  and  other  employees  holding 
equal  positions,  consisting  of  four  hundred  or  more  em- 
ployees, who  will  receive  8  per  cent. 

Class  "D"  comprises  all  other  employees  at  Dayton 
who  have  been  in  the  employ  of  the  company  for  thirty 
days  or  longer,  who  will  receive  the  remaining  25  per 
cent  of  the  distributed  profits. 

Class  "E"  comprises  all  employees  who  have  been 
with  the  company  less  than  thirty  days.  Class  E  mem- 
bers do  not  receive  a   share  of  the  distributed  profits. 
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Profits  of  each  class  will  be  distributed  in  propor- 
tion to  the  wages  or  salaries  received  for  the  six  month's 
period. 

Distribution  of  all  profits  will  be  made  semi-annually, 
as  soon  as  possible  after  July  1,  1920,  and  December 
31,  1920.  Profits  will  be  paid  on  regular  profit-sharing 
dates. 

No  employee  will  receive  profits  unless  he  has  been 
with  the  company  six  months  or  more  after  becoming 
a  profit-sharer.  Any  profits  to  which  lie  may  then  be 
entitled  will  be  paid  at  the  next  distribution  of  profits. 

''The  directors  of  this  company,"  says  the  announce- 
ment, "have  put  this  plan  into  eflfect  because  they  feel 
it  is  right  to  share  the  profits  with  those  who  have 
helped  to  make  them. 

"It  is  the  desire  of  the  company  at  all  times,  inde- 
pendent of  the  profit-sharing  plan,  to  pay  to  all  em- 
ployees a  salary  or  rate  at  least  equal  to  the  high  pre- 
vailing rate  in  this  section  of  the  country  for  like  lines 
of  work. 

"It  is  hoped  that  this  i)lan  will  accomplish  the  fol- 
lowing results:  (1)  Promote  thrift;  (2)  increase  effici- 
ency; (3)  reduce  labor  turn-over;  (4)  put  heart  into 
the  work;  (5)  create  closer  cooperation;  (6)  make 
better  living  conditions;  (7)  create  incentive  for  pro- 
motion; (8)  increase  production  and  decrease  costs;  (9) 
prevent  waste  of  material,  time  and  labor;  (10)  make 
everyone  feel  like  a  partner  in  the  business." 

A   DEVICE   TO    BRING    THE    I'ROEIT-SHARING 
INCENTIXE  CLOSER  TO  THE  EMPLOYEE^ 

Generally  speaking,  the  idea  of  profit-sharing  has  a 
popular  appeal,  but  upon  extended  analysis  it  is  found 
that   the   position   of  labor  is  so   far  removed   from   the 

1  From    Bulletin.       Bureau    of     Commercial     aiul     liulustrial     Relation^ 
tmversity    of   Wisconsin. 


104 


FINANCIAL   INCENTIVES   FOR 


intricate  processes  of  business  and  finance  that  it  must 
be  some  time  before  labor  can  be  expected  to  have 
impHcit  confidence  in  the  methods  by  which  profits  are 
derived  and  estimated.  Since  labor's  share  in  profits 
under  the  usual  profit-sharing  plan  bears  some  relation 
to  the  return  paid  on  invested  capital,  it  follows  that 
as  between  two  industries  of  diflFerent  nature  but  em- 
ploying workmen  of  similar  intelligence  and  skill,  the 
profits  of  one  group  as  compared  with  the  other  will 
depend  upon  many  factors  necessarily  differing  in  the 
two  industries. 

These  differences  cannot  appear  to  workers  with- 
out a  great  deal  more  education  for  workers  and  a  great 
deal  more  publicity  for  comparing  records.  Stability 
of  earning  power  may  be  lacking,  and  comparisons  of 
relative  compensation  almost  invariably  lead  to  dissatis- 
faction. The  added  incentive  required  to  induce  extra 
effort  by  labor  cannot  be  obtained  through  division  of 
profits  where  profits  mean  return  on  capital;  and  some 
other  method  bringing  the  added  incentive  closer  to 
the  workmen's  daily  effort  is  necessary.  This  can  be 
accomplished  by  a  fixed  gain-sharing  plan  or  by  supply- 
ing to  the  worker  a  continuous  exhibit  of  the  behavior 
of  the  business. 

A  plan  that  illustrates  a  successful  method  of 
accomplishing  this  is  given  in  the  section  on  Produc- 
tion Bonus  Plans, — the  experiences  of  a  Refrigerator 
Manufacturer. 

LOSS-SHARING 

Harvard  Knitting  Mills 

In  the  plan  of  the  Harvard  Knitting  Mills  is  found 
the  uncommon  feature  of  loss-sharing.  When  the  close 
of  the  fiscal  year  shows  a  net  loss  on  the  books  of 
the  company,  the  deficit  is  divided  according  to  the 
fifty-fifty  plan,  and  the  employees'  share  is  taken  from 
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the  fund  which  has  been  credited  to  the  employees  and 
allowed  to  remain  in  the  business.  When  this  fund  is 
exhausted,  future  profits  are  obligated  to  meet  them, 
the  liability  of  the  employees  being  limited  to  the  amount 
due  them  and  held  by  the  company,  or  the  profit-shares 
which   may  be  credited  to   them  in   the   future. 

Dutchess  Bleachery 

The  Dutchess  Bleachery  industrial  partnership  plan 
provides  for  losses  as  well  as  for  the  sharing  of  profits. 
This  is  accomphshed  by  two  sinking  funds,  intended 
to  guarantee  capital  a  minimum  return  of  6  per  cent  dur- 
ing periods  when  this  is  not  earned. 

INDUSTRL^L  PARTNERSHIP  PLAN 
Dutchess  Bleachery,  Wappinger  Falls,  New  York 

Partnership 

Three  things  constitute  a  partnership — first,  a  just 
and  proportionate  share  of  the  profits  and  losses  of  the 
business;  second,  an  appropriate  share  in  the  manage- 
ment; third,  a  knowledge  of  the  affairs  of  the  company. 

Profit-Sharing 

Our  profit-sharing  is  a  fifty-fifty  proposition.  The 
market  wage  for  our  industry-  is  paid  to  labor  and  a 
minimum  of  6  per  cent  is  paid  to  capital.  After  these 
have  been  paid  together  with  regular  operating  expenses, 
depreciation  reserve,  taxes,  etc.,  and  after  the  sinking 
funds  have  been  provided  for  by  setting  aside  15  per 
cent  of  the  net  profits  for  labor  and  15  per  cent  for 
capital,  the  remaining  net  profits  are  divided  50  per 
cent  for  capital  and  50  per  cent  for  the  operatives,  and 
the  latter  sum  divided  in  proportion  to  the  amount  of 
each  one's  pay  for  the  period.  Profits,  if  any,  are  to 
be  estimated    bv  the   Board    of   Directors   each   month 
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and  distributed,  if  possible,  not  less  often  than  once  in 
every  two  months. 

Sinking  Funds 

Unemployment    Insurance    for   Labor— Guaranteed    Interest    to 

Capital 

A  true  partnership  must  jointly  provide  for  losses 
as  well  as  for  the  sharing  of  profits.  This  our  plan 
aims  to  do  by  establishing  two  sinking  funds  of  the 
amounts  indicated  in  the  last  paragraph. 

These  funds  are  intended  to  guarantee  capital  its 
minimum  return  of  6  per  cent  during  periods  when 
this  shall  not  have  been  earned,  and  to  provide  unem- 
ployment insurance  for  the  operatives,  paying  half  wages 
when  the  company  is  unable  to  furnish  employment. 
Complete  rules  and  regulations  covering  the  sinking 
funds  are  published  at  the  end  of  this   statement. 

Industrial  Democracy 

The  Dutchess  Bleachery.  Inc.,  has  one  of  the  most 
advanced  plans  of  industrial  democracy  in  America. 
Starting  in  August.  1918,  with  the  Board  of  Operatives 
only  with  limited  powers,  our  system  of  industrial  dem- 
ocracy has  developed  rapidly  until  it  now  provides  for 
the  representation  of  capital,  management,  labor,  and 
the  public  in  the  management  of  the  company.  This 
is  accomplished  through  the  following  boards : 

Board  of  Operatives 

In  general,  the  Board  of  Operatives  is  intended  to 
represent  the  interests  of  the  workers  in  the  bleachery. 
The  board  is  elected  annually  by  secret  ballot  by  and 
from  the  operatives  in  the  eleven  different  departments 
of  the  mill. 

Board  of  Management 

The  Board  of  ]Management  was  set  up  by  the  Board 
of  Directors  in  July,  1919,  as  a  result  of  a  request  from 
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the  operatives  for  more  than  a  merely  "advisory"  power 
which  the   Board  of  Operatives   then  enjoyed  in   refer- 
ence to   matters   of   mill   management,   wages,    working 
conditions,  etc.     The  Board  of  management  consists  of 
six    members,    three    of    whom    are    the    treasurer,    the 
New   York  agent  and  the  local  manager  and   three  of 
whom  are  elected  annually  by  the  Board  of  Operatives 
from    their    number,    the    election    taking    place    at    the 
organization    meeting   of   the    newly    elected    Board    of 
Operatives  each  year.     The   Board  of  ^Management   is 
authorized   to   settle   and   adjust    such    matters   of   mill 
management  as  may  arise,  and  shall  meet  upon  the  call 
of  any  two  of  its  members.     In  case  a  majority  of  the 
board  shall  fail  to  agree  upon  any  matter  brought  before 
it  for  determination,  the  board  shall  thereupon  appoint 
a  seventh  member  and  the  decision  of  the  majority  of 
the  board  so  constituted  shall  be  final.    Any  matter  may 
be  appealed,  after  going  through  its  proper  channels,  to 
this    Board    of    Management    with    its    fifty-fifty    repre- 
sentation of  the  operatives  and  with  provision  for  final 
arbitration  when  necessary. 

Board  of  Directors 
The  Board  of  Directors  of  the  Dutchess  Bleachery, 
Inc.,  is  elected  .each  year  by  the  stockholders.     As  at 
present  constituted  the  Board  of  Directors  is  made  up 
of   (1)    representatives  of   management  and   of  capital, 
(2)    a   representative  of  the   workers   in  the  bleachery,' 
nominated  by  the  Board  of  Operatives,  and  (3)   a  rep- 
resentative of  the  community.     The  latter  is  supposed 
to   bring   before   the    Board   of   Directors   any   matters 
which  affect  the  life  of  the  village  or  any  of  its  re.si- 
dents.      Thus    the    idea    of    representative    government, 
democracy  in   industry,  has  been  kept  in  mind  in  the 
selection   of   the   Board   of    Directors,   in    whose   hands 
final  control  of  the  company  rests  under  the  authoriza- 
tion of  the  stockholders. 
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The  final  essential  in  partnership — knowledge  of  the 
affairs  of  the  company — is  provided  for  by  providing 
the  Board  of  Operatives  with  copies  of  the  audited 
monthly  statements  of  the  company.  These  are  kept  at 
the  office  of  the  Board  of  Operatives  and  may  be  seen 
by  any  operative  on  request. 

Minutes 

Further  knowledge  of  the  affairs  of  the  company 
and  of  the  proceedings  of  the  various  boards  is  made 
available  by  the  interchange  of  minutes  between  the 
boards.  The  minutes  of  the  Board  of  Directors  are 
sent  to  the  members  of  the  Board  of  Management  for 
their  information.  The  minutes  of  the  Board  of  Opera- 
tives are  sent  to  each  member  of  the  Board  of  Manage- 
ment, and  the  Board  of  Management's  minutes  are  for- 
warded to  the  Board  of  Operatives.  Copies  of  all  Board 
of  Operatives'  minutes  and  minutes  of  its  standing 
committees  are  sent  to  each  member  of  the  Board  of 
Operatives  by  whom  they  are  posted  or  made  freely 
available  for  the  information  of  all  operatives  in  each 
department. 

Organized  Labor 

In  response  to  inquiries,  the  Board  of  Directors 
authorizes  the  statement  that  the  partnership  plan  is  in 
no  way  opposed  to  organized  labor. 

Stock  in  Company 

Opportunity  was  given  in  the  spring  of  1920  to 
operatives  to  acquire  stock  in  the  company  at  a  low 
figure  and  upon  easy  payments,  $10  down  and  a  dollar 
a  week.  The  Dutchess  Bleachery,  Inc.,  is  very  conserva- 
tively capitalized  at  $1,350,000  entirely  represented  by 
twentv-seven  thousand  shares  of  stock. 
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The  following  changes  in  the  Dutchess  Bleachery 
plan  of  industrial  partnership  were  made  during  1922: 

(A)  Division  of  profits  shall  be  made  annually. 

(B)  Said  division  shall  be  made  50  per  cent  in  6  per  cent 
preferred  stock  of  the  Dutchess  Bleachery,  Inc.,  and  50  per  cent 
in  cash  or  such  other  proportion  as  the  board  of  directors  may 
determine. 

(C)  In  the  event  of  new  construction  or  the  purchase  of 
new  machinery,  cost  of  the  same  shall  be  charged  against  profits 
and  preferred  stock  shall  be  issued  to  capital  and  labor  m  equal 
parts,  allowance  being  made  for  value  of  buildings  and  equipment 
which  are  being  replaced. 

(D)  Net  losses  for  any  year  shall  be  charged  against  sub- 
sequent profits  before  any  distribution  is  made. 

(E)  Sinking  fund  for  capital's  minimum  wage  lo  be  built  up 
to  6  per  cent  on  its  investment  before  division  of  profits  and  to 
be  renewed,  as  soon  as  possible,  whenever  depleted. 

(F)  After  completion  of  this  sinking  fund,  but  before  any 
division  of  profits,  a  second  sinking  fund  to  be  drawn  upon  by 
labor  in  time  of  un-employment  shall  be  built  up  to  $85,000  and 
shall  be  renewed,  as  soon  as  possible,  whenever  depleted. 

(G)  Both  sinking  funds  shall  bear  interest  at  6  per  cent. 
(H)     Interest  on   labor's   sinking   fund  may  be  used  in   the 

discretion  of  the  board  of  operatives  for  sick  benefits,  etc. 

(I)  Interest  on  capital's  sinking  fund  shall  be  at  the  dis- 
position of  the  Board  of  Directors. 

The  Board  of  Operatives  in  April,  1922,  revised  its 
Constitution  and  By-Laws  with  reference  to  eligibility 
to  vote,  also  rules  covering  unemployment  and  health 
benefits,  profit-sharing,  sale  of  houses,  and  life  insurance, 
and  requiring  that  no  operative  shall  be  eligible  for  any 
of  above  benefits  until  he  or  she  has  been  employed 
twelve  consecutive  months. 


A  PROFIT-  AND  LOSS-SHARING  PLAN 
A.   W.   BuRRiTT  Company,   Bridgeport,    Connecticut 

The  plan  here  outlined  has  been  in  successful  opera- 
tion for  over  twenty-five  years.  A  feature  of  the  plan 
is  the  provision  for  sharing  in  losses. 
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Three  Basic  Principles  of  the  Plax 

1.  That  those  having  the  active  management  of  a 
business  should  be  financially  interested  therein,  and,  so 
nearly  as  possible,  every  one  in  proportion  to  the  rela- 
tive importance  of  his  services   to   the  business. 

2.  That  for  those  employees  whose  duties  are  such 
as  render  it  imi)racticable  to  measure  or  standardize 
their  individual  effort,  Imt  which  require,  in  addition  to 
faithfulness,  an  exercise  of  intelligent  judgment,  there 
should  be  some  provision  whereby  they  may  participate, 
on  an  equitable  basis,  in  the  results  of  the  business 
operations. 

3.  That  for  those  employees  whose  duties  can  be 
measured  with  a  reasonable  degree  of  accuracy,  there 
should  be  a  standardization  of  their  production,  and  a 
graded  bonus  for  production  m  excess  of  such  standard. 
Any  plan  of  this  nature  should  be  so  devised  as  to 
overcome  the  inevitable  tendency  toward  individual  and 
group  selfishness  which,  if  existent,  is  certain  to  destroy 
cooperation. 

The  above  principles  have  been  applied  to  the  plans 
which    follow : 

Plan  A — Stock  Purchase  I5V  Executives 

Common  stock  is  sold  on  terms  of  easy  payment 
when  so  desired,  to  persons  occupying  important  execu- 
tive  positions. 

The  amount  acquirable  by  each  is  in  proportion  to 
the  value  of  his  services  to  the  business. 

Plan  A   Has  Been  Enlarged  to  Accomplish   the  Follozi'ing 

Purposes 

1.  An  equitable  distinction  between  investment, 
purely  as  such,  and  creation  and   eft'ort. 

2.  To  insure  invested  capital  held  by  those  who  are 
not  active  participants  in  the  management  of  the  busi- 
ness a  fair  return  on  the  investment  and  ample  security 
of  its  interests. 

3.  To  secure  for  the  active  management  of  the  busi- 


employees  and  executives 
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ness  the  creators  of  profits  and  losses,  a  full  participation 
in  such  profits  as  are  in  excess  of  a  fair  return  on  invest- 
ment, as  purely  such,  and  a  complete  participation  in 
losses  if  there  be  any. 

This  Design  Is  Accomplished  as  Follows 

1.  Capital  representing  investment  only,  unaccom- 
panied by  active  participation  in  the  management  of  the 
business,   shall   be  restricted  to  preferred   stock. 

2.  Capital  representing  investment,  accompanied  by 
active  service  in  the  business,  shall  hold  all  of  the  com- 
mon  stock. 

3.  All  officers,  by  virtue  of  the  office  they  hold, 
and  any  other  employees  of  the  business  who  occupy 
positions  of  an  executive  nature  or  positions  which,  in 
the  judgment  of  the  directors,  are  recognizable  as  con- 
stituting necessary  factors  in  the  organization,  shall  have 
the  right  to  subscribe  for  common  stock  to  an  amount 
proportionate  to  the  value  of  their  service,  10  per  cent 
of  the  purchase  price  to  be  paid  in  cash  by  the  sub-  . 
scriber,  and  the  balance  by  the  earnings  of  the  stock." 

Profit-  and  Loss-Sharing  Plan 
A  plan  developed  for  such  employees  above  the  grade 
of  common  laborers  as  do  not  occupy  executive  or 
managerial  positions,  and  whose  duties  do  not  permit 
of  the  application  of  a  plan  for  standardization  and 
bonus. 

Important  Features  of  This  Plan 

One  year  or  more  of  service  and  good  standing  are 
a   necessary    qualification    for   eligibility    to    participate. 

The  risk  of  loss  involved  and  the  reserve  from  wages 
made  necessary  to  meet  possible  loss,  discourage  par- 
ticipation by  the  indifferent  and  careless.  Notwithstand- 
ing this,  since  the  plan  was  first  placed  in  operation 
there  has  been  at  all  times  a  participation  of  over  75 
per  cent  of  those  eligible. 

The  resultant  saving  is  much  appreciated  by  the  em- 
ployees participating  and,  when  returned  in  cash  at  the 
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end  of  each  year,  together  with  a  profit,  creates  a  genu- 
ine interest  in  the  success  of  the  business. 

This  plan  has  been  in  operation  for  seventeen  years 
and  has  resulted  in  an  average  profit  of  6^  per  cent 
per  year  on  the  wages  of  those  aflfected.  It  has  greatly 
improved  personal  relations,  developed  an  admirable 
spirit  of  cooperation  and  enthusiasm  and  increased  per- 
manency of  employment;  all  of  which  are  clearly 
reflected  in  a  more  efficient  personnel  and  reduced  costs. 

Bonus  for  Sales  Force 
This  plan,  devised  exclusively  for  salesmen  in  the 
wholesale  lumber  department,  a  comparatively  recent 
development,  in  which  it  is  possible  to  measure  indi- 
vidual production,  to  standardize  such  production  and, 
by  means  of  a  carefully  balanced  and  graded  system  of 
bonuses,  to  automatically  advance  the  earnings  of  every 
salesmen  in  direct  proportion  to  what  he  individually 
earns  for  the  business. 

Object 

This  plan  has  been  in  successful  operation  for  five 
years. 

Standardization  and  Bonus 

Promotion  of  salesmanship  as  opposed  to  mere  order- 
taking.  Encouragement  of  price  conserving  as  opposed 
to  price  cutting.  Development  of  a  system  of  remunera- 
tion, based  on  ascertainable  individual  accomplishment. 

FJan 

The  plan  is  to  establish  that  certain  point  of  relative 
parity,  and  devise  a  method  of  remuneration  for  the 
various  values  beyond  that  point.  We  arrive  at  the 
point  of  relative  parity  by  estimating  the  minimum 
accomplishment  which  would  justify  the  starting  of  a 
salesman  trained  in  our  own  office,  reducing  this  mini- 
mum accomplishment  to  terms  of  sales  units  (each  sales 
unit  representing  a  sale  of  a  car  of  lumber),  and  estab- 
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lishing  a  nominal  salary  we  can  afford  to  pay  for  this 
minimum  accomplishment." 

Application  and  Operation  of  Plan 

STA  NDARDIZATION 

Accomplishment  is  standardized  by  establishing  a 
minimum  schedule  consisting  of  a  specific  number  of 
sales  units  (each  sales  unit  being  a  sale  of  a  car  of 
lumber)  per  year  for  the  first  five  years  of  selling  ser- 
vice. This  schedule  increases  each  year  until  the  end 
of  the  fifth  year,  after  which  period  there  is  no  increase. 
All  sales  units  are  to  be  at  prices  fixed  by  the  company. 

Salary  is  standardized  by  establishing  a  uniform 
schedule  of  nominal  salaries,  commencing  with  the  mini- 
mum during  the  first  year  of  selling  service  and  increas- 
ing slightly  each  year  for  a  period  of  five  years,  after 
which  there  is  no  increase. 

Bonuses 

Bonuses  are  paid  for  accomplishment  in  excess  of 
the  minimum  schedule.  The  bonuses  are  graded  in 
amount  in  proportion  to  the  value  of  the  accomplish- 
ment for  which  they  are  paid.  After  the  first  five  years 
of  selling  service,  and  after  the  increase  in  the  schedule 
of  minimum  accomplishment  and  nominal  salary  increases 
the  bonuses  increase  in  amount,  33 J^  per  cent  each  year 
for  the  sixth,  seventh  and  eighth  years,  resulting  in 
their  being  doubled  the  eighth  year.  Beyond  the  eighth 
year  there  is  no  further  increase  in  bonus  values. 

Specific  Requirement  for  Bonus 

One  Class  A  for  each  sales  unit  of  a  type  producing 

a  profit  of per  cent  or  more,  but  in  no  case  less 

than dollars. 

Two  Class  A  for  each  sales  unit  of  a  type  produc- 
ing a  profit  of per  cent  or  more,  but  in  no  case 

less  than dollars. 
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One  Class  B  for  each  sales  unit  of  a  type  produc- 
ing a  profit  of per  cent  or  more,  but  less  than  a 

Class   A  type,  but   in  no  case   less  than dollars. 

One  Class  C  for  each  sales  unit  in  an  individual  sale 
of  five  or  more  sales  units  of  the  same  commodity 
yielding  a  profit  of per  cent  or  more. 

One  Class  C  for  certain  sales  units  at  a  price  in 
excess  of  the  average  market  price  current,  but  produc- 
ing a  profit  less  than  a  Class  B  type. 

One  Class  C  for  each  sales  unit  during  a  calendar 
year,  in  excess  of  the  aggregate  required  by  the  mini- 
mum schedule  of  sales  unit  accomplishment  for  that 
year. 

One  Class  B  for  each  initial  sale  of  one  or  more 
sales  units  to  a  new  prospective  regular  customer  of 
approved  credit. 

Bonus  Values 
Classification 

Value  Value  Value  Value 

1st  5  years  6th  year  7th  year  8th  year 

Class           A $5.00  $6.67  $8.33  $10.00 

Class           B 3.00  4.00  5.00  6.00 

Class           C 1.50  2.00  2.50  3.00 

PRICES,   TERMS   AND   DETERMINATION   OF  BONUS 

Sale  prices,  terms  of  payment  and  determination  of 
application  of  bonus,  if  any,  are  fixed  by  the  sales  man- 
agement. 

The  business  being  of  a  sharply  competitive  nature, 
a  considerable  portion  of  the  sales  are,  of  necessity,  at 
a  price  not  permitting  of  bonuses  based  on  price,  but 
such  sales,  of  course,  count  in  bonuses  for  aggregate. 

BONUS  CERTIFICATES 

Salesman  receives  from  office,  as  each  order  is 
received  from  him,  a  certificate  of  bonus,  if  he  be  entitled 
to  one.  This  certificate  is,  in  eflfect,  a  draft  on  the 
cashier  of  the  company  for  the  amount  of  the  bonus 
payable  at  the  end  of  the  year.    It  is  made  in  duplicate, 
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the  duplicate  routing  to  the  accounting  department  to 
be  entered  on  the  company's  books  to  the  credit  of  the 
salesman's  personal  account.  At  the  end  of  each  calendar 
year  he  receives  a  check  for  the  total  of  his  bonuses 
for  the  year. 


The  Profit-  and  Loss-Sharing  Contract 

This  Article  of  Agreement,  made  and  entered  into  this 

'• day   of    one   thousand,    nine 

hundred  and by  and  between  THE 

A.W.  BURRITT  CO.,  party  of  the  first  part,  and  the  signers 
hereto,  all  employees  of  said  company,  party  of  the  second  part, 
WITNESSETH  as  follows: 

First— It  is  agreed  that  the  party  of  the  first  part  and  the 
party  of  the  second  part  shall  share  the  profits  and  losses  of  the 
business  of  the  A.  W.  BURRITT  CO.  so  long  as  they  are  both 
parties  to  this  agreement. 

Second— The  profit  shall  be  ascertained  as  follows:  The 
inventory  of  the  ist  of  February  past  shall  be  taken  as  the  start- 
ing point,  and  an  inventory  shall  be  taken  in  the  same  form  on 
February  ist  each  year  thereafter.  From  the  gross  results  thus 
obtained,  shall  be  taken  all  expenses  of  every  kind,  including 
depreciation  of  buildingrs,  tools,  and  machinery,  and  bad  debts; 
and  the  results  of  the  above  shall  be  considered  the  net  gain  or 
loss,  as  the  case  may  be.  If  the  result  thus  shown  shall  be 
gain,  the  capital  actually  invested  as  shown  by  the  inventory 
at  the  close  of  each  year  shall  first  draw  six  per  cent  (6%) 
interest;  (or  in  case  there  is  less  than  that  amount,  shall  draw 
what  net  gain  there  is,  in  hquidation  of  its  claim)  the  balance 
then  remaining  shall  be  divided  between  the  party  of  the  first 
part  and  the  party  of  the  second  part  in  such  proportions  as  the 
actual  capital  invested  in  the  business  bears  to  the  total  wages  of 
the  party  of  the  second  part  for  each  current  year.  The  total 
amount  coming  to  the  party  of  the  second  part  shall  be  divided 
among  its  individual  members  as  the  year's  earning  of  each 
bears  to  their  total  earnings. 

Third — For  each  current  year,  one-tenth  of  the  wages  of 
each  of  the  parties  of  the  second  part  shall  be  withheld  by  the 
party  of  the  first  part  weekly,  and  in  case  there  has  not  been  a 
net  loss  on  the  entire  business  of  the  year,  this  reserved  money, 
together  with  his  share  in  any  accrued  profit  as  figured  above, 
shall  be  paid  to  each  of  the  parties  of  the  second  part  on  or 
before  March  ist  of  each  succeeding  year. 

Fourth — In  case  there  should  be  a  net  loss  made  on  the  busi- 
ness of  the  year,  without  figuring  any  dividend  for  capital  as 
above  provided,  this  loss  shall  be  divided  between  the  party  of 
the  first  part  and  the  party  of  the  second  part  in  the  same  man- 
ner as  described  for  dividing  profit;  but  th^^rty  of  the  second 
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part  in  no  case  shall  become  responsible  for  losses  greater  than 
the  amount  reserved  from  his  wages. 

Fifth— Other  employees  of  THE  A.  W.  BURRITT  CO. 
may  become  parties  to  this  agreement  after  this  date,  on  invita- 
tion of  the  party  of  the  first  part;  but  the  computation  of  their 
share  shall  be  figured  only  on  wages  earned  after  the  date  of 
their  signature.  Any  party  of  the  second  part  may  withdraw, 
either  from  this  contract  or  from  the  company's  employ,  at  any 
time,  but  the  party  of  the  first  part  holds  the  right  to  retain  his 
reserve  until  the  expiration  of  the  current  year  and  if  said  reserve 
is  held,  its  owner  shall  share  in  profits  or  losses  at  the  fxpiration 
of  said  current  year;  but  in  no  case  can  any  party  of  the  second 
part  share  in  the  profits  or  losses  unless  his  reserve  has  been 
retained  until  the  end  of  the  year,  except  as  provided  in  Article 
Seventh. 

Sixth — The  party  of  the  first  part  can  at  any  time  discharge 
any  party  of  the  second  part  from  its  employ  and  require  him 
to  withdraw  from  this  contract,  but,  in  such  case,  said  party  of 
the  second  part  shall  have  the  option  to  withdraw  his  full  re- 
serve or  to  leave  it  until  the  end  of  the  year  to  share  in  results 
as  above  described. 

Seventh — It  is  further  agreed  by  the  party  of  the  first  part 
that  no  party  of  the  second  part  shall  be  temporarily  retired 
from  work  so  long  as  the  party  of  the  first  part  has  any  work  of 
the  kind  said  party  of  the  second  part  is  accustomed  to  do;  but 
if  there  should  be  a  shortage  of  work  in  the  hands  of  the  party 
of  the  first  part,  it  shall  reduces  the  hours  of  work  and  so  divide 
the  work  between  the  parties  of  the  second  part.  If  at  any  time 
any  party  of  the  second  part  should  become  sick  or  incapacitated 
to  perform  his  duties,  and  has  the  certificate  of  a  reputable  phy- 
sician that  he  is  so  incapacitated,  after  two  weeks'  duration  of  said 
sickness,  said  party  can  draw^  on  his  reserve  wages  at  a  rate  not 
greater  than  six  dollars  ($6.00)  per  week,  without  affecting  his 
interests  in  the  profits  at  the  end  of  the  year.  Further,  if  any 
party  of  the  second  part  should  become  injured  on  account  of 
any  accident  while  in  the  employ  of  the  party  of  the  first  part, 
said  party  of  the  first  part  shall,  at  its  own  expense,  provide  him 
with  a  competent  physician  or  surgeon,  after  application  is  made 
to  it  stating  that  such  services  are  needed. 

Eighth — If  any  of  the  parties  of  the  second  part  wish  to 
inquire  into  the  accuracy  of  the  annual  report  made  to  them  l)y 
the  party  of  the  first  part,  the  books  of  the  party  of  the  first  part 
shall  be  opened  for  inspection  by  any  reputable  public  accountant 
employed  by  the  party  of  the  second  part,  provided  such  accoimt- 
ant  will  agree  to  confine  his  report  to  the  statement  that  the 
company's  report  was  or  was  not  correct,  and  if  not  correct, 
shall  fully  define  its  error. 

Ninth — It  is  agreed  that  all  differences  and  disputes  resulting 
from  the  operation  of  this  contract  shall  be  settled  by  arbitration. 
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HOW  "LOSS-SHARING"  WORKS 

The  a.  W.  Burritt  Company, 
Bridgeport,  Connecticut 

This  company  has  had  a  successful  profit-sharmg 
experience  of  something  over  twenty  years.  The  plan 
is  known  as  "profit-  and  loss-sharing,"  and  is  the  only 
one  of  its  kind  in  operation.  It  provides  that  employees 
shall  share  in  losses  as  well  as  in  profits. 

This  is  accomplished  by  an  arrangement  under  which 
employees  deposit  10  per  cent  of  their  wages,  weekly, 
to  be  held  in  a  reserve  fund,  to  meet  any  losses.  If 
at  the  end  of  the  year,  any  losses  have  been  incurred, 
the  losses  are  divided  equally  between  the  company  and 
the  employees,  to  the  extent  of  the  10  per  cent  accumu- 
lated reserve.  If  there  are  profits,  6  per  cent  is  deducted 
as  a  fair  return  upon  the  investment,  all  the  excess 
profits  being  divided  between  the  company  and  the  em- 
ployees in  the  ratio  which  the  total  investment  holds 
to  the  total  payroll. 

The  Burritt  Company  reports  that  general  industrial 
conditions  in  1920  in  no  way  interferred  with  the  suc- 
cessful operation  of  its  plan,  and  that  the  plan  lost  none 
of  its  eflFectiveness  during  the  year.  Further,  it  reports 
that  it  regards  its  experience  as  having  been  successful 
from  the   very   start   many   years   ago,   including   1920. 

Mr.  Burritt,  in  describing  the  operation  of  the  plan 
during  1920,  states  as  follows: 

We  have  been  entirely  satisfied  with  the  operation  of  our 
plans  and  contemplate  no  change.  If  the  prices  continue  to 
drop,  maybe  we  will  gain  a  new  experience  during  the  coming 
year,  but  up  to  date  it  has  all  been  one  way.  In  fact,  I  might 
say  that  particularly  in  our  better  grade  of  help,  we  have  had 
very  little  trouble  during  the  war  period.  Those  people  whom 
\vc  have  been  interested  in  and  desired  to  keep  have  created 
practically  no  trouble  at  all. 
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DISSATISFACTION   WHEN    PROFITS 

ARE  SMALL 

H.  O.  WiLBLR  &  Sons,  Philadelphia,  Pennsylvania 

This  company  has  tried  a  bonus  plan  paying  a  per- 
centage of  the  annual  wages  to  all  employees  whose 
names  were  on  the  books  at  the  close  of  the  year.  This 
bonus  is  paid  in  part  in  July  and  the  remainder  in 
December,  prior  to  Christmas,  the  amount  at  the  end 
of  the  year  being  larger  than  the  payment  in  July. 
These  payments  average  20  per  cent  for  a  period  of 
three   years. 

"While  these  payments  were  appreciated  by  the  em- 
ployees," states  Dr.  B.  K.  Wilbur,  Vice-President  of 
H.  O.  Wilbur  &  Sons,  Inc.,  **We  do  not  believe  that 
this  is  a  satisfactory  method  of  giving  the  employees 
a  share  in  the  profits  of  the  business,  in  fact  it  is  often 
spent  before  received.  A  bonus  plan  does  not  encourage 
saving.  It  very  soon  is  looked  upon  as  a  right  of  the 
employees  rather  than  a  voluntary  payment  to  them, 
and  in  unprofitable  years  when  the  bonus  must  be 
reduced  or  abolished,  dissatisfaction  is  sure  to  result. 

'The  bonus  payments,  in  our  experience,  are  never 
counted  a  part  of  the  wages  by  employees  and  there- 
fore do  not  satisfy  the  desire  for  wage  advance.  Un- 
reasonable as  it  may  seem,  yet  it  is  true  that  the  bonus 
payment,  while  regarded  as  a  right  of  the  employee  is 
not  regarded  in  any  sense  as  an  increase  in  wages.  This 
condition  is  unsatisfactory  to  both  employer  and  em- 
ployee. We  believe  that  a  plan  which  provides  for  pay- 
ment for  individual  effort  combined  with  a  monthly  or 
bi-monthly  division  of  one-half  or  more  of  amounts 
saved  by  employees  over  fixed  standards  is  the  ideal 
method  of  wages  and  reward.  Such  a  plan,  however, 
we  have  not  succeeded  in   applying  practically." 
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WHY   PROFIT-SHARING  PLANS  FAIL 

The  following  is  a  summary  of  reasons  generally 
given  for  the  failure  of  profit-sharing  plans : 

1.  Failure  of  the  employees  to  grasp  the  signifi- 
cance of  the  plan. 

2.  Dissatisfaction  when  profits  are  small. 

3.  The  employees  count  on  the  profit-sharing  pay- 
ments and  make  use  of  them  in  advance. 

4.  Preference  of  employees  to  have  their  wages 
increased  instead  of  receiving  a  bonus. 

5.  The  sale  of  stock  acquired  by  profit-sharing,  to 
outsiders. 

6.  The  uncertain  nature  of  profit-sharing  induces 
bad  habits  of  speculation. 

7.  Loss  of  profit-shares  in  loss-sharing  plans  turns 
the  employee  against  such  plans;  failure  or  loss  in  stock 
investments  also  turn  the  employee  against  plan  and 
against  saving. 

8.  The  efforts  of  the  employer  are  not  appreciated 
by  the  employees,  or  the  employees  are  suspicious  of 
the  employer,  or  the  plan,  or  the  statement  of  profits. 

9.  The  employees  insist  on  joining  a  union  and  pre- 
senting demands  for  higher  wages. 


WHY  ONE  PLAN  FAILED 

The  Wayne  Knitting  Mills,  Fort  Wayne,  Indiana 

The  Wayne  Knitting  Alills  of  Fort  Wayne,  Indiana, 
suffered  an  experience  during  1920,  which  demonstrates 
the  evils  that  are  likely  to  arise  if  profit-sharing  pay- 
ments are  permitted  to  become  regarded  as  simply  a 
part  of  the  employee's  regular  wages.  Its  experience 
finally  led  to  the  abandonment  of  its  profit-sharing  plan. 
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For  some  years  this  establishment  had  been  operated 
under  an  arrangement  whereby  a  fixed  rate  of  dividends 
on  stock  was  estabHshed,  and  all  excess  earnings  were 
divided,  on  a  pre-established  basis,  between  stock-holders 
and  employees.  The  plan  had  been  generally  regarded 
as  successful,  the  management  had  found  it  particularly 
effective  in  reducing  the  labor  turnover,  and  the  general 
impression  was  that  the  men  received  larger  earnings 
than  the  employees  of  any  other  plant  in  the  city. 

The  plant  operates  twelve  departments.  The  knitting 
and  boarding  departments  were  unionized,  the  other 
departments  were  unorganized.  The  management  had 
recognized  the  unions,  and  had  dealt  directly  with  them 
for  the  past  seventeen  years,  and  considered  doing  so 
a  successful  policy.  The  unions  had  accepted  profit- 
sharing,  and  their  members  had  participated  in  it, 
although  there  was  a  feeling  that  the  labor  leaders 
accepted  it  with  reluctance. 

In  the  summer  of  1920,  the  unions  positively  declined 
the  further  acceptance  of  profit-sharing  and  insisted  that 
an  amount  equal  to  the  past  year's  profit-sharing  dis- 
tribution should  be  placed  in  the  pay  envelope  in  the 
form  of  straight  wages.  This  request  was  conceded 
by  the  management  for  a  six-months'  period,  ending 
December  1st. 

This  meant  adding  25  per  cent  to  the  pay  envelopes 
of  not  only  all  the  knitters,  but  also  to  the  payroll  of 
employees  in  all  the  other  departments,  since  it  was 
felt  by  the  management  that  all  employees  should  be 
treated  alike,  in  this  regard. 

On  December  1st.  it  was  found  impossible  to  con- 
tinue longer  this  policy,  and  the  profit-sharing  payment 
was  withdrawn  from  the  pay  envelope.  The  unions 
construed  this  as  a  reduction  of  wages,  and  refused  to 
accept  it.  The  result  is  that  the  knitting  departments 
are  now  entirely  closed,  operations  in  them  having  beer 
suspended. 


EMPLOYEES   AND   EXECUTIVES 


121 


This  incident  seems  to  illustrate  clearly  that  if  profit- 
sharing  is  to  prove  successful,  the  profit  payments  must 
not  be  permitted  to  become  regarded  simply  as  a  part 
of  the  wage  payment,  to  be  regularly  expected  and 
counted  on,  but  that  they  must  be  regarded  as  a  special 
payment,  over  and  above  the  regular  wages,  and  con- 
tingent  entirely  upon  the  success  and  earnings  of  the 
business. 


AN    ''EFFICIENCY   DIVIDEND"   PLAN  ^ 

Virginia  Railway  and  Power  Company, 
Richmond,  Virginia 

In  an  effort  to  reduce  the  losses  due  to  "imperfect 
fare  collections,''  injuries  and  damages  caused  by  acci- 
dents, many  of  which  could  have  been  avoided  by  the 
use  of  reasonable  care,  waste  of  materials  and  electricity 
(whether  by  burning  lamps  in  the  day  time  or  running 
machinery  when  not  in  use),  passing  by  passengers  at 
street  corners,  not  keeping  a  careful  watch  on  the  abuses 
of  the  transfer  privileges,  and  other  causes,  the  Virginia 
Railway  and  Power  Company,  Richmond,  Virginia,  put 
into  operation  a  profit-sharing  plan,  a  feature  of  which 
was  the  efficiency  dividend,  defined  by  the  company  as 
follows : 

Profit-sharing  must  not  be  confused  with  the  term 
"bonus."  A  bonus  is  an  outright  gift,  whereas,  profit- 
sharing  is  an  "efficiency  dividend" — money  which  you 
have  helped  to  earn  and  to  save  by  careful  collection 
of  fares,  safe  operation,  and  proper  economy  in  the 
use  of  materials.  The  dollars  thus  gained  by  your  effi- 
ciency are  divided  with  you  under  the  profit-sharing 
plan.  The  old  proverb,  "a  dollar  saved  is  a  dollar 
gained,"  is  changed  to  read,  "Every  dollar  saved  is  di- 
vided with  me." 

*  This  plan  was  withdrawn  in  January,  192 1. 
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To  this  end  the  General  Safety  Committee  is  reor- 
ganizing and  will  make  every  effort  to  turn  expenses 
for  injuries  and  damage  into  earnings  for  distribution, 
and  if  every  man  will  cooperate  with  that  committee, 
and  in  every  other  way  whereby  a  dollar  can  be  saved, 
the  earnings  for  the  next  six  months'  period  should 
increase  the  present  6  per  cent  ''efficiency  dividend"  to 
more  than  10  per  cent,  as  figured  out  above. 

We  publish  below  the  announcement  of  the  plan. 

Announcement 

To  Classified  Employees  of  the  Virginia  Railway  and  Pozi'cr 
Company  {All  Diz'isions) 

Desiring  to  deal  both  justly  and  liberally  with  its  employers, 
the  company  hereby  makes  effective  from  August  i,  igjo.  until 
further  notice,  the  foUowint::  profit-sharing  plan  through  an  in- 
crease in  wages,  based  upon  a  division  of  the  net  profits  for  the 
year  ended  June  30,  1920,  after  paying  from  the  gross  earnings : 

Operating  Expenses, 

Interest  on  bonds  and  other  debts, 

Sinking  fund  charges  and  taxes. 

Discount  on  bonds  and  uncollectablc  accounts,  and 

Reserving  depreciation   (6  per  cent  on  gross  revenue), 

Six  per  cent  on  preferred  stock,  and 

Three  per  cent  on  common  stock. 

The  amount  to  be  made  the  basis  for  increase  of 
wages  on  a  division  (on  a  50-50  basis)  between  the 
company  and  all  classified  employees,  superintendents 
and  below,  who  have  been  in  the  service  for  the  past 
six  months,  was  $195,016.  This  will  justify  an  increase 
of  6  per  cent.  Therefore,  6  per  cent  will  be  added  each 
pay  day  to  the  wages  or  salary  of  each  classified  em- 
ployee who  has  been  in  the  service  six  months  at  the 
time  each  payroll  is  made  up,  effective  from  August  1, 
1920,  during  the  following  six  months. 

For  each  six  months'  period  hereafter  ending  Decem- 
ber 31st  and  June  30th,  there  will  be  an  ascertainment 
of  the  profits  to  be  made  the  basis  of  the  wages  for  the 
following  period  of  six  months.  The  statements  of  the 
company  will  be  subject  to  verification  by  a  certified 
public  accountant,  if  so  desired. 
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Through  the  profit-sharing  plan  hereby  made  effec- 
tive, employees  of  the  company  arc  made  "partners"  and 
it  is  the  sincere  hope  and  belief  of  the  management 
that  team-work  will  win  just  reward  for  all  concerned 
and  insure  to  the  public  the  high-class  of  service  it 
deserves. 

FIFTY-FIFTY  PLAN  THAT   WAS   ABANDONED 

The  John  N.  Willys  Plan 

Among  the  attempts  to  divide  the  profits  of  the  com- 
pany between  employees  and  company  according  to  a 
fifty-fifty  basis  is  the  John  N.  Willys  profit-sharing 
plan,  in  effect  for  several  years  at  the  Willys-Overland 
Company  Toledo  Plant,  and  later  abandoned.  The  plan 
as  outlined   by   Mr.  Willys  was: 

That  after  permanent  capital  and  permanent  labor  have  each 
been  justly  compensated,  having  due  regard  to  the  cost  of  each 
(the  cost  of  capital  and  the  cost  of  living),  then  the  additional 
profits  accruing  from  the  joint  employment  of  permanent  capital 

and  permanent  labor  shall  be  divided  equally  between  them 

fifty-fifty. 

TifE  50-50  Plan  of  the  Willys-Overland  Company 

In  its  announcement  to  employees  the  company  made 
it  clear  that  in  the  development  and  operation  of  the 
plan  no  new  legal  relation  between  the  company  and 
its  employees  was  created,  and  that  the  company  did 
not  assume  any  additional  legal  liabilities,  "nor  do  the 
employees  sacrifice  or  imperil  any  of  their  rights." 

Method  of  Administration 

A  committee  called  the  50-50  Division  and  com- 
posed of  ten  members,  five  of  whom  were  selected  from 
the  factory  employees  who  submitted  the  best  written 
suggestions  on  profit-sharing  plans  was  organized  soon 
after  the  plan  was  announced.    These  ten  members  hold 
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office  for  one  year  and  their  successors  are  selected  annu- 
ally, or  when  vacancies  occur,  by  the  first-vice-presi- 
dent, on  the  basis  of  experience  or  value  of  suggestions. 

The  plan  is  administered  by  the  50-50  Division  in 
accordance  with  regulations  recommended  by  the  divi- 
sion and  approved  by  the  company.  The  five  essential 
features  of  the  plan  and  the  regulations  as  applied  to 
each  are  as  follows : 

Definition  of  permanent  capital. 

Definition  of  permanent  labor. 

Just  compensation  of  permanent  capital. 

Periods  for  profit  distribution. 

Basis  of  distribution  of  profits. 

Permanent  Capital 

1.  Permanent  capital  is  the  net  book  value  of  the 
assets  of  the  company,  not  including  good  will,  patents, 
trade-marks,  etc. 

2.  Statement  of  December  31,  1918,  shows  the  per- 
manent capital  of  the  Willys-Overland  Company  to  be 
the  sum   of  .^79.668.232.92  on  that  date. 

Permanent  Laror 

1.  Every  employee  of  the  Willys-Overland  Com- 
pany, Toledo  and  Elyria.  Ohio,  of  Willys-Overland,  Inc., 
of  the  Willys-]\forrow  Co.,  Elmira,  Xew  York,  and  of 
the  Enterprise  Tool  Co.,  of  Cleveland,  Ohio,  is  eligible 
to  participate  in  profit-sharing  under  the  rules  of  the 
50-50  plan. 

2.  Every  employee,  after  six  months  of  continuous 
service,  shall  become  a  profit-sharer  and  be  classed  as 
"permanent  labor."  In  the  first  distribution  thereafter 
he  shall  receive  a  share  of  the  profits  which  have  accumu- 
lated from  the  date  of  his  employment  to  the  close  of 
the  period   which   is  being  distributed. 

3.  Employee's  record  of  continuous  service  shall  not 
be  aflFected  by  absence  on  account  of  sickness  or  injury, 
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or  if  it  is  by  the  consent  of  employer.  Absence  from 
work  for  two  consecutive  days  or  three  times  in  thirty 
days  without  report  and  acceptable  excuse  shall  auto- 
matically remove  an  employee's  name  from  the  continu- 
ous service  record. 

4.  If  an  employee  leaves  the  service  of  the  com- 
pany after  being  qualified  for  profit-sharing  by  six 
months'  continuous  service,  his  record  shall  be  held  open 
until  the  next  distribution,  when  a  final  profit-sharing 
check  shall  be  mailed  to  his  address. 

5.  If  an  employee  is  discharged,  the  50-50  Division 
shall  determine  distribution  of  profits  upon  the  merits 
of  the  case. 

6.  In  event  of  an  employee's  death,  the  six  months' 
eligibility  clause  shall  be  waived  and  the  50-50  Division 
shall  determine  distribution  of  profit  and  to  whom  it 
shall  be  paid. 

Just  Compensation  of  Permanent  Capital 

In  arriving  at  the  *'just  compensation"  to  perma- 
nent capital,  as  related  to  our  50-50  profit-sharing  dis- 
tribution, there  must  be  established — 

1.  An  average  rate  for  depreciation,  based  on  gen- 
eral standard  accounting  practice,  subject  to  approval 
of  certified  public  accountants; 

2.  A  reserve  for  contingencies  or  "rainy-day  fund," 
at  an  estimated  rate ; 

3.  A  just  return  to  invested  capital,  or  cost  of 
securing  the  necessary  capital  for  investment  in  the 
industry. 

Periods  for  Profit  Distribution 

1.  Five  distributions  of  profit  to  employees  shall 
be  made  each  year.  The  first  four  of  these  shall  be 
based  on  a  conserv^ative  book  inventory  and  the  fifth  on 
the  regular  annual  inventory: 

No.  1.  Distribution  in  April  for  January,  February 
and  March. 
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No.  2.  Distribution  in  July  for  April,  May  and 
June. 

No.  3.  Distribution  in  October,  for  July,  :\ugust 
and  September. 

No.  4.  Distribution  on  December  24,  for  October 
and  November. 

No.  5.  Distribution  in  March  of  the  following  year 
to  include  December,  the  difference  between  book  and 
annual  inventories,  and  other  adjustments. 

2.  Distributions  1,  2,  3  and  5  shall  l)e  made  as 
early  in  April,  July,  October  and  March  as  the  neces- 
sary records  can  be  completed. 

3.  Separate  profit-sharing  checks  shall  be  dis- 
tributed. 

Basis  of  Distribution 

1.  In  distributing  profits,  no  salar}  or  wage  shall 
be  considered  as  in  excess  of  $5,000  per  annum. 

2.  As  stated  in  paragraph  (2)  of  permanent  labor, 
employees  shall  receive  payment  of  profits  in  the  first 
distribution  after  the  completion  of  their  first  six  months 
of  service  with  the  company.  During  the  six  months, 
a  share  of  profits  shall  be  credited  to  each  employee's 
record,  beginning  with  the  date  of  his  employment. 

Distribution  of  profits  to  permanent  labor  shall  be 
on  the  following  basis : 

3.  If  profits  to  be  distributed  in  periods  Nos.  1, 
2,  3  and  4  amount  to  6  per  cent  or  more,  but  less  than 
8  per  cent,  on  the  total  of  w^ages  paid  in  the  period 
to  employees  whose  names  are  on  the  last  pa}Toll  of 
the  period,  6  per  cent  of  the  wages  paid  shall  be  credited 
to  each  employee's  record,  except  that  no  employee's 
share  shall  be  less  than  four  cents  per  hour  for  each 
hour  worked  in  the  period.  If  the  amount  is  in  excess 
of  6  per  cent,  this  excess  shall  be  transferred  to  dis- 
tribution No.  5. 

4.  If  profits  to  be  distributed  are  8  per  cent  or 
more,  but  less  than  10  per  cent,  8  per  cent  shall  be 
credited,     as    indicated    in     preceding    paragraph,     no 


r 


i 


I 


EMPLOYEES    AND    EXECUTIVES 


127 


employee's  share  to  be  less  than  four  and  a  half  cents 
per  hour  for  each  hour  worked  in  the  period.  The 
excess,  if  any,  above  8  i)er  cent,  shall  be  transferred  to 
distribution  No.  5. 

5.  If  profits  to  be  distributed  are  10  per  cent  or 
more  on  total  wages  paid  in  the  period,  10  per  cent 
shall  be  credited,  as  indicated  in  previous  paragraph, 
no  employee's  share  to  be  less  than  five  cents  per  hour 
for  each  hour  worked  in  the  period.  The  excess,  if 
any,  above  10  per  cent  shall  be  transferred  to  distribu- 
tion No.  5. 

6.  If  profits  in  any  one  period  do  not  equal  6  per 
cent  on  the  total  of  wages  paid  in  the  period,  no  pay- 
ment shall  be  made  for  this  period  (except  under  para- 
graph (4)  of  permanent  labor),  but  this  amount  of 
profit  shall  be  transferred  and  added  to  the  profit  of 
the  following  period. 

7.  Distribution  No.  5  shall  be  based  upon  profits 
to  be  distributed  for  December,  adjustment  of  books  and 
annual  inventories  and  accumulation  of  excesses  from 
previous  periods.  It  shall  be  credited  on  the  basis  of 
the  percentage  of  its  total  amount  to  the  total  amount 
of  wages  paid  in  the  year  to  employees  who  work  in 
December. 

8.  Length  of  service  with  the  company  shall  be 
rewarded  by  giving  the  employee  an  addition  of  1  per 
cent  per  month  to  his  share  of  No.  5  distribution  for 
each  month  of  continuous  service  in  excess  of  twelve 
months  after  January  1,  1919,  until  a  maximum  of  50 
per  cent  is  reached.  This  maximum  shall  thereafter  be 
added  to  such  employee's  share  of  each  No.  5  dis- 
tribution. 

9.  In  computing  hours  worked  for  employees  on 
a  yearly,  monthly  or  weekly  salary,  the  number  of  hours 
that  the  position  requires  shall  be  taken  as  the  uniform 
basis.  Fluctuations  in  time  actually  worked  by  such 
employees  shall  not  be  considered. 
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CHAPTER  XIII 

STOCK  PARTICIPATION  PLANS 

EMPLOYEES'  PARTICIPATION  PLANS  > 

Many  employers  are  experimenting  with  stock 
participation  in  the  hope  that  thereby  will  be  secured 
the  active  interest  of  their  employee-stockholders 
through  creating  a  sense  of  proprietorship  in  the  busi- 
ness. Also  stock  participation  is  often  urged  in  place 
of  the  ordinary  profit-sharing  schemes  because  in  the 
former  the  possibility  of  *ioss-sharing"  is  added,  where- 
as it  has  been  found  practically  impossible  to  attach 
loss-sharing  features  to  the  common  profit-sharing  plans. 
It  is  urged  in  some  quarters  that  the  employee  will  be 
encouraged  to  work  with  much  greater  zeal  if  he  fore- 
sees the  possible  loss  of  dividends  than  if  he  sees  merely 
extra  profits  with  no  chance  of  losses. 

There  are  two  general  classes  of  stock  participation 
plans,  those  that  require  payments  out  of  wages  for  the 
stock  (whether  paid  for  in  full  or  not,)  and  those  that 
give  the  stock  to  the  employee  either  directly  as  a  bonus, 
or  take  such  bonus  money  as  is  not  a  real  part  of 
wages  in  payment  for  stock. 

Unfortunately  the  former  type  is  difficult  to  work 
successfully  unless  it  is  presented  as  an  investment  plan. 
Many  concerns  with  such  plans  limit  them  to  salaried 
officials  who  have  larger  incomes  and  can  be  presumed 
to  be  able  to  justify  taking  this  financial  risk  with  a 
small  part  of  the  income  if  they  so  choose.     They  also 
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may   be   presumed   to   understand  better  the  nature  of 
the  risk  they  are  taking. 

Make  Your  Plan  Clear 

When  an  employer  sells  or  gives  stock  of  the  com- 
pany to  his  employees,  the  action  should  be  clear-cut. 
'Inhere  should  be  no  attempt  to  conceal  the  nature  of 
the  transaction.  To  anyone  acquainted  with  financial 
matters  the  distinction  between  putting  money  in  a  busi- 
ness and  investing  it  for  safety  is  too  obvious  to  require 
definition.  But  to  the  ordinary  employee  this  distinc- 
tion not  only  is  obscure  but  often  is  beyond  comprehen- 
sion. 

When  the  employer  puts  his  stock  participation 
scheme  before  his  employees  as  a  thrift  plan  or  invest- 
ment, therefore,  there  is  every  probability  that  it  will 
be  taken  at  its  face  value  until  the  real  nature  of  the 
risk  is  called  forcibly  to  the  attention  of  the  employees 
by  untoward  conditions.  In  creating  the  impression  that 
a  stock  participation  plan  is  in  the  nature  of  a  thrift 
scheme  the  employer  is  not  only  assuming  a  grave  moral 
responsibility  for  the  savings  of  his  employees  but  he 
is  doing  an  act  of  very  doubtful  expediency. 

One  experience  such  as  the  employee-stockholders 
of  a  certain  large  industrial  company,  for  instance,  have 
had  since  the  war  in  the  collapse  of  the  value  of  their 
investments  in  a  financial  crisis,  nullifies  the  educational 
value  of  encouragement  of  real  investments  of  savings 
in  a  hundred  sound  thrift  plans  and  shakes  the  confi- 
dence of  people  of  slender  means  all  over  the  country 
in  investing  their  savings.  A  multiplication  of  such 
experience  would  surely  tend  to  drive  the  pennies  of 
the  poor  back  into  their  stockings. 

There  is  every  reason  to  believe  that  plans,  properly 
presented  in  their  true  light,  would  prove  of  incalculable 
service  toward  the  realization  of  the  ideal  of  cooperation 
between  employers  and  employees  and  also  of  immense 
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educational  value  in  teachins;  the  fundamentals  of  indus- 
trial  economics. 

Takixg  Part  in  the  Enterprise 

It  is  conceivable  that  if  stock  participation  plans  were 
presented  in  such  a  li^s^ht  that  their  failures  would  serve 
as  object  lessons  of  the  financial  risks  of  business  instead 
of  occurrences  to  be  apologized  for,  and  their  successes 
always  explained  as  periods  when  surpluses  must  be 
built  up  for  the  "'seven  lean  years  to  come"  the  teach- 
ing would  be  normal  and  wholesome.  But  apart  from 
such  possibilities  there  is  the  immediate  advanta.s^e  of 
having  employees  feel  that  they  are  taking  a  real  part 
in  the  proprietorship  of  the  company  and  are  in  a  posi- 
tion to  participate  in  its  successes.  Wherever  this  spirit 
is  implanted  in  a  body  of  employees  it  is  a  poor  manager 
indeed  who  cannot  realize  at  least  a  fair  proportion  of 
successful  years. 

Do  Not  Mix  Stock  and  Bonus 

Provided  the  dividends  on  the  stock  are  not  mixed 
with  and  concealed  by  bonuses  and  other  gifts  from 
the  company,  so  that  a  true  measure  of  the  success  of 
the  concern  is  apparent,  this  point  can  be  brought  very 
clearly  before  the  employees.  If  bonuses  are  also  given 
they  should  be  kept  quite  distinct  in  order  to  allow  the 
plan  to  tell  its  complete  story  to  the  stockholders.  This 
applies  in  the  case  of  salaried  officials  as  well  as  all 
ranks  of  employees,  for  a  lesson  to  be  fully  understood 
must  be  presented  in  the  clearest  form  possible  and  not 
be  beclouded  by  side  issues. 

When  the  Employee  Leaves 

A  complicated  question  always  arises  with  regard 
to  repurchasing  the  stock  or  refunding  partial  payments 
in  case  the  employee  leaves  the  serv^ice.    When  the  stock 
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has  been  given  outright  as  is  done  at  the  Dennison 
Manufacturing  Company,  usually  a  special  class  of  stock 
for  employees  is  created  which  has  no  market  value.  In 
such  cases  either  cash  is  given  for  the  stock  or  else  it 
is  replaced  at  an  agreed  ratio  by  another  class  of  stock 
which  is  marketable,  when  the  holder  leaves  the  ser- 
vice. When  marketable  issues  on  the  other  hand  are 
distributed  either  gratuitiously  or  for  partial  or  com- 
plete payments  it  is  merely  a  question  of  expediency 
whether  it  shall  be  repurchased  by  the  company  or  not. 
If  the  employee  has  received  his  shares  with  full  under- 
standing that  they  represent  an  investment  in  a  business 
venture  there  would  seem  to  attach  to  the  plan  no  moral 
obligation  on  the  employer  to  buy  back  the  stock  at 
par  or  at  the  original  price  if  the  market  value  has 
declined  since  the  purchase.  Certainly  the  company 
seldom  will  be  called  upon  to  repurchase  at  the  original 
price  if  the  market  value  has  risen. 

The  payment  of  a  bonus  to  employees  who  have 
purchased  or  have  been  given  marketable  stock,  and  who 
hold  it  dviring  the  year,  is  sometimes  thought  to  be  neces- 
sary in  order  to  induce  the  employees  to  continue  to 
hold  it.  Strangely  enough  experience  on  this  point  indi- 
cates that  employees  more  often  sell  in  panic  if  there 
is  a  sudden  drop  in  market  value  in  order  to  protect 
their  savings  from  further  shrinkage,  than  sell  on  a 
rising  market  to  realize  profits.  This  merely  proves 
more  pointedly  that  employees  usually  consider  stock 
purchase  as  an  investment  of  savings. 

Analysis  of  the  Plans 

For  the  purposes  of  this  study,  special  information 
of  about  eighty-three  plans  for  selling  stock  to  employees 
has  been  secured.  These  have  been  classified  according 
to  the  basis  on  which  the  employees  secured  the  stock, 
whether  at  market  value,  par  value,  a  discount  from  the 
prevailing  rates,  or  as  a  gift. 
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Type  i.— Stock  Sold  at  Market  Value 


Twenty-one  plans  have  been  analyzed  in  which  com- 
panies sell  stock  to  their  employees  at  market  value. 
Only  two  of  them  were  started  before  1918.  In  every 
case  but  one,  the  railroads  which  have  stock-selling 
schemes  disposed  of  shares  on  this  basis.  The  New 
York  Central  Railroad  Company,  for  instance,  in  offer- 
ing its  employees  an  opportunity  to  buy  stock  on  easy 
terms,  states  that  "inasmuch  as  all  the  stock  issued  is 
in  the  hands  of  the  public,  the  company  has  none  for 
sale,  and  will  arrange  for  the  purchase  of  the  stock, 
ordered  imder  the  plan,  in  the  open  market." 

The  various  schemes  on  the  whole  follow  similai 
lines.  Usually  an  employee  may  participate  regardless 
of  his  position,  but  a  short  period  of  service  is  not  infre- 
quently required.  The  Hydraulic  Steel  Company  of 
Cleveland  stipulates  three  months,  the  Hilo  Varnish 
Company  of  Brooklyn,  five  years.  Three  to  six  months 
is  more  common  than  any  longer  time.  The  Hydraulic 
Steel  Company  is  unique  in  limiting  the  stock-buying 
privilege  to  American  citizens  or  aliens  who  have  taken 
out  first  p)apers. 

Some  companies  extend  it  according  to  the  "judg- 
ment of  the  management"  (Standard  Parts  Company, 
Cleveland)  or  to  'selected  employees"  (Thomas  Devlin 
Manufacturing  Company.  Burlington,  N.J.).  Proctor  & 
Gamble  covers,  in  the  more  liberal  of  its  stock-selling 
plans,  only  those  receiving  pay  under  $2,000  a  year  and 
excludes  salesmen  and  traveling  representatives.  Com- 
mon stock  is  the  usual  type  offered  and  a  definite  block 
of  several  thousand  shares  is  often  set  aside  for  the 
purpose. 

In  these  cases  in  which  stock  is  sold  at  market 
value,  a  chief  point  made  to  the  employees  is  the  fact 
that  they  can  pay  for  their  purchases  on  the  install- 
ment plan.     A  small  initial   payment  may  or  may  not 
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be  required.  Thereafter  small  weekly  or  monthly  deduc- 
tions from  pay  are  made  until  the  stock  is  paid  for. 
One  dollar  per  share  per  month  is  a  figure  often  fixed. 
Interest  is  charged  on  unpaid  balances  and  dividends 
credited  against  them,  while  the  stock  generally  remains 
in  the  liands  of  the  company  until  it  is  entirely  paid 
for. 

The  largest  amount  of  stock  which  employees  may 
buy  under  these  plans  is  usually  prescribed.  A  number 
of  shares  may  be  fixed,  varying  according  to  wages  or 
some  such  specification  may  be  made  as  that  the  amount 
purchased  shall  not  be  greater  than  the  annual  salary. 
The  limits  permitted  may  l)e  very  low,  as  two  to  ten 
shares  according  to  wages. 

Guarantees  of  Future  Value 

Guarantees  of  future  value  are  seldom  found.  The 
Gulf  Coast  Lines  guarantee  the  maintenance  of  6  per 
cent  dividends  while  the  stock  is  being  paid  for,  the 
Thomas  Devlin  Company  guarantees  value  during  the 
same  period,  and  Procter  &  Gamble  offers  to  return 
the  money  paid  in,  plus  6  per  cent  interest  if  the  stock 
falls  below  cost  within  six  years  from  date  of  pur- 
chase. On  the  other  hand,  the  New  York  Central 
expressly  disclaims  any  guarantee  as  to  future  dividends 
or  value. 

Arising  from  the  necessity  of  keeping  the  control 
of  the  company  in  approved  hands  comes  an  occasional 
provision  such  as  is  found  in  the  plan  of  the  Fuller 
&  Smith  advertising  agency  of  Cleveland,  that  an  em- 
ployee wishing  to  sell  his  stock  must  allow  the  company 
an  option  on  its  purchase  at  the  cost  to  him  plus  10 
per  cent. 

Elaborate  provisos  are  included  in  the  plans  as  to 
the  return  of  payments,  if  the  employee  leaves  the  com- 
pany, dies,  or  wishes  to  discontinue  buying  shares  be- 
fore   his    purchase    is    entirely    paid    for.     The    clauses 
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arrange    for   the    return    of   all   money    paid    in    witli    a 
fair  amount  of  interest — 4  to  6  per  cent. 

Bonuses  oil  Stork  Ptirchnxrs 

Some  companies  attempt  to  increase  the  desire  of 
their  employees  to  buy  stock  by  givinq^  special  financial 
inducements  over  and  above  the  dividends.  Procter  & 
Gamble,  in  their  scheme  for  semi-skilled  employees, 
make  one  of  the  most  liberal  of  such  offers.  It  credits 
a  profit-sharing  dividend  of  10  per  cent  of  wages  if 
the  employee  has  had  one  year  of  service  rising  gradu- 
ally to  20  per  cent  for  ten  years'  service  toward  the 
cost  of  the  stock.  More  often  the  bonus  takes  some 
such  fonn  as  with  the  Hercules  Powder  Company  which 
gives  the  employee  who  remains  with  the  company,  and 
holds  his  stock  five  years,  $4  a  share  a  year.  The 
Trumbull  Steel  Company  donates  a  lump  sum  of  $7 
per  share  to  employees  holding  their  shares  for  five 
years. 

The   following   "copartnership   plan"    of   the    Stude- 

baker  Corporation  is  typical  of  the  more  liberal  of  the 

methods  by  which  stock  is  sold  to  employees  at  market 

value. 

Studebakcr  Copartnership  Plan 

In  addition  to  the  plans  under  which  regular  anni- 
versary checks,  annual  vacations,  pensions  and  life  insur- 
ance, the  directors  offer  this  opportunity  whereby  em- 
ployees may  become  copartners  in  the  business,  and 
share  to  a  still  greater  extent,  as  stockholders,  in  the 
profits  resulting  from  its  operations.  The  directors 
believe  that  a  large  increase  in  the  number  of  employee- 
stockholders  will  develop  the  relation  of  copartnership 
in  its  broadest  sense. 

The  plan  is  as  follows : 

1.  Continuous  service  is  necessary  to  entitle  em- 
ployees to  purchase  stock  of  the  corporation  under  the 
liberal   terms   of   this   plan,   although   absence   of   thirty 
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days  or  less  due  to  sickness,  vacations,  suspension  of 
operations,  or  leave  of  absence  will  not  be  regarded 
as  interruptions  of  continuous  service.  Absences  with- 
out leave,  aggregating  six  full  working  days  or  more 
in  employee's  anniversary  year,  will  operate  as  a  rupture 
of  continuous  service,  limployees  who  have  been  absent 
in  the  war  service  will  not,  thereby,  afifect  their  cou- 
tinuous  service  record. 

2.  F.mployees  who  have  been  in  the  service  of  the 
corporation  for  three  months  or  more  may  have  common 
or  preferred  stock  purchased  annually  for  them  by  the 
corporation  for  their  account,  in  an  amount  not  exceed- 
ing $300  market  value  of  the  stock  at  the  time  of  the 
purchase,  and  in  the  aggregate  not  exceeding  five  shares 
of  stock,  but  in  neither  case  to  exceed  20  ])er  cent  of 
their  annual   rate  of  earnings. 

3.  A|)plications  for  purchase  of  stock  must  be 
accompanied  by  an  initial  payment  of  10  per  cent  of 
the  estimated  purchase  price,  and  the  remaining  40  per 
cent  thereof,  which  is  payable  by  employees,  must  be 
paid  in  four  years  in  installments  of  one-fifteenth  of  the 
amount  every  three  months  after  the  date  of  purchase. 

4.  The  corporation  will  fully  absorb  the  remaining 
50  per  cent  of  the  cost  of  the  stock  (provided  employees 
keep  up  their  payments  and  remain  in  its  service  con- 
tinuously for  four  years)  by  crediting  employees' 
accounts  every  three  months  ^vith  one-sixteenth  of  its 
half  of  the  cost  of  stock  purchased. 

5.  The  following  table  (which  for  simplicity 
excludes  interest  charges  and  dividend  credits)  shows 
an  exam[)le  of  how  payments  by  employees  and  credits 
by  the  coriX)ration  will  be  made,  assuming  an  employee 
bought  one  share  of  common  stock  on  September  1, 
1020,  at  a  cost  of  $100  per  share. 

(On  a  percentage  basis  this  table  will  show  the 
auKJunt  of  quarterly  payment  and  quarterly  credit  for  a 
share  of  stock  at  any  market  price.) 
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Dates    of  '°   ^''  Fmnloye/'*'''   ^'  ^"    ^^V^'^"*   K^'^^''  ^^ 

Percent  Amount  Total  Percent  Amount          Total 

Sept.  I,  1920  10  $10.00      

Dec.  I,  1920  1.15th  2.67  $12.67  i.i6th V.I  ? 

Mar.  T.  1921  1.15th  2.67  15.34  i.i6th  \w""'i6:^ 

June  I,  1921  1.15th  2.67  iS.or  i  i6th  \.il            q-zn 

Sept.  I.  1921  1.15th  2.67  2068  i.i6th  V13          12  52 

Dec.  I,  1921  1.15th  2.67  23.35  i.i6th  lii          15:6-. 

Mar.  I.  1922  1.15th  2.67  26.02  i.i6th  313          1878 

June  I,  1922  1.15th  2.67  28.69  I.i6th  3.r3          2101 

Sept.  I,  1922  1.15th  2.67  31.36  i.i6th  3.13          25:04 

Dec.    I,  1922  1.15th  2.67  34.03  i.i6th  3.13          2817 

Mar.  I,  1923  1.15th  2.67  36.70  i.i6th  3.1^^          31  30 

June  I,  1923  1.15th  2.67  39.37  i.i6th  3.13          3443 

Sept.  I,  1923  1.15th  2.67  42.04  i.i6th  3.13          37  c6 

Dec.   I,   1923  1.15th  2.67  44.71  i.i6th  3.13          4069 

Mar.  I,  1924  1.15th  2.67  47.38  I.i6th  3.13          4382 

June  I,  1924  1.15th  2.62  50.00  i.i6th  Vn          4605 

^^P^-hi924  i.i6th  3.05  50:0^ 

'^Q^^^ .$50.00 $50.00 


6.  From  the  above  table  it  will  be  seen  that  should 
an  employee  withdraw  from  this  plan  on  September  1, 
1922,  after  two  years  participation,  he  would  have  paid 
$31.36,  and  his  credit  from  the  corporation  would  be 
S25.04,  making  a  total  of  $56.40  against  the  original 
cost  of  the  stock,  viz.,  $100.00,  leaving  an  unpaid  bal- 
ance of  $43.60.  He  could  pay  this  balance  and  receive 
his  stock  or,  if  he  so  desired,  he  could  order  his  stock 
sold  at  the  then  prevailing  market  price  and  receive 
cash  for  the  balance  to  his  credit.  If,  for  example,  the 
stock  was  sold  for  $110.00  per  share,  he  would  receive 
$66.40,  which  would  be  the  $31.36  he  had  paid,  plus 
vS35.04.  consisting  of  $25.04  in  credits  from  the  corpora- 
tion, and  $10  in  profit  from  the  sale  of  the  stock. 

7.  All  stock  purchased  under  this  plan  will  be 
charged  to  employees'  accounts  at  cost,  and  interest  will 
be  charged  quarterly  at  the  rate  of  6  per  cent  per  year 
on  the  unpaid  balance  of  the  purchase  price,  after  deduct- 


ing payments  by  employees,  and  credits  by  the  corpora- 
tion. All  cash  dividends  (and  stock  dividends  paid  on 
the  common  stock)  will  be  credited  to  the  accounts  of 
emi)loyees  and  the  excess  of  dividend  credits  over 
interest  charges  will  act  as  a  reduction  in  the  amount 
of  the  final  payments  to  be  made  by  employees  in  the 
last  year. 

8.  Stock  certificates  purchased  for  the  account  of 
employees  will  be  held  by  the  corporation  in  its  name 
until  the  expiration  of  the  fourth  year  when,  if  pay- 
ments are  completed,  they  will  be  delivered  to  employees. 

9.  Fractional  shares  will  not  be  purchased  for  em- 
ployees or  delivered  to  them  upon  settlement  of  their 
accounts. 

10.  Employees  will  not  be  allowed  to  assign  or 
transfer  their  rights  to  stock  undelivered  imder  this  plan, 
which  rights  are  personal  and  contingent  upon  continu- 
ous service. 

11.  As  participation  in  this  plan  is  voluntary  and 
in  no  way  coinpulsory,  employees  may,  at  any  time, 
withdraw  from  participation,  in  which  event  the  credits 
by  the  corporation  will  cease  as  of  the  quarterly  date 
preceding  withdrawal,  and  will  be  forfeited  altogether 
if  the  withdrawal  is  made  inside  of  six  months  from 
the  date  stock  was  purchased.  Employees  who  withdraw 
WMthin  six  months  shall  receive  the  actual  amount  paid 
in  by  them,  without  deductions  or  additions.  Employees 
who  withdraw  after  six  months  may  either  (\)  pay 
the  balance  due  on  the  purchase  price  of  their  stock 
and  receive  stock  certificate,  or  (2)  authorize  the  sale 
of  stock  held  for  them  at  the  prevailing  market  price, 
and  receive  in  cash  the  balance  due  them,  if  any,  con- 
sisting of  the  difference  between  the  original  cost  of  the 
stock,  ])Uis  interest  charges,  and  the  payments  by  em- 
ployees, credits  by  the  corporation,  dividends,  and  sales 
proceeds  of  their  stock.  Employees  withdrawing  from 
the  plan  may  not  renew  participation  within  one  year, 
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12.  Eniployees  who  resign  or  are  dismissed,  or  who 
fail  to  maintain  their  installment  payments  when  due, 
will  automatically  be  withdrawn  from  the  plan  on  the 
same  basis  as  above  provided  for  voluntary  withdrawal. 

13.  In  the  event  of  the  death  of  a  participating  em- 
ployee, his  heirs  or  legal  representatives  may  pay  the 
balance  due  on  his  stock,  either  in  full  or  in  install- 
ments, and  receive  stock  certificates,  or  may  authorize 
its  sale  on  the  terms  herein  provided  for  voluntary  with- 
drawals. 

14.  Should  this  plan  be  permanently  discontinued 
as  of  December  31,  1921,  uncompleted  stock  purchase 
transactions  then  outstanding  may  be  completed  by  em- 
ployees under  the  above  terms. 

Type  II.— Stock  Sold  at  Par  or.  Type  III.— At  a  Discount 

In  a  greater  number  of  plans,  however,  the  stock  is 
sold  to  employees  at  par  value  or  at  a  discount.  As 
sales  at  par  frequently  represent  a  discount  from  the 
market  price,  the  two  types  are  closely  allied  and  will 
be  considered  together.  Information  on  forty-five  such 
plans  was  received  in  the  course  of  this  investigation, 
only  seven  of  which  were  started  prior  to   1918. 

Some  of  the  most  extensive  stock-selling  plans  fall 
into  this  group.  The  .\merican  Telephone  and  Tele- 
graph Company  sold,  beginning  in  1916,  279,281  shares 
of  stock  to  63,480  employees,  under  its  first  two  plans 
at  a  little  below  the  market  value.  Its  third  stock  pur- 
chase scheme,  in  May.  1921,  oflfered  a  new  issue  at  par. 
This  company  did  not  pay  any  sort  of  bonus.  The 
Goodyear  Tire  and  Rubber  Company  stated  in  June, 
1920.  that  nearly  17,000  employees  held  $11,900,000  of 
company  stock.  It  oflfered  a  bonus  of  $3  a  share  for 
five  years  to  employees,  over  and  above  dividends  on 
its  first  two  issues  of  preferred  stock. 

The  United  States  Steel  Corporation  began  selling 
stock  to  its  employees  in   1903,  and  was  a  pioneer  in 
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undertakings  of  the  sort.  According  to  the  Commercial 
and  Financial  Chronicle,  up  to  1921,  685,231  shares  of 
|)referrcd  stock  were  sold  to  employees,  their  aggregate 
investment  being  $91,491,842.  Many  companies  have 
followed  the  United  States  Steel  Company  also  in  pay- 
ing bonuses  for  stock  retention,  this  corporation  giving 
$5  a  share  annually  for  five  years.  It  has  always  offered 
its  stock  to  employees  at  a  few  points  below  the  market 
price. 

In  selling  employees  ''non-voting  debenture  stock" 
the  Commonwealth  Edison  Company  of  Chicago  and 
the  E.  I.  du  Pont  de  Nemours  Company  have  made 
novel  departures.  But  on  the  whole  the  features  of 
this  group  of  plans,  in  terms  of  payment,  guarantees 
and  financial  aid  by  employees,  closely  resemble  the  stock- 
selling  plans  at  which  shares  are  sold  at  market  value. 
Following  is  the  1920  announcement  of  the  United 
States  Steel  Corporation  together  with  that  of  the 
W.  H.  McElwain  Company  in  which  stock  is  oflfered  at 
par  under  carefully  worked  out  conditions. 


United  States  Steel  Corporation  Pla>n 

to  the  officers  and  employees  of  the  united  states  steel 
corporation  and  of  its  subsidiary  companies  : 

The  corporation  again  offers  to  those  now  actually  in  the  em- 
ploy of  the  corporation,  or  any  of  its  subsidiaries,  the  opportun- 
ity to  subscribe  for  shares  of  its  common  stock,  not  exceeding 
an  aggregate  total  of  sixty  thousand  shares,  under  the  following 
terms  and  conditions : 

First.  All  subscriptions  shall  be  made  upon  the  express  con- 
dition and  agreement  that  all  questions  concerning  the  said  sub- 
scriptions, and  the  allotments  and  interests  thereunder,  shall 
be  decided  by  the  Finance  Committee  of  the  United  States  Steel 
Corporation  in  its  discretion  and  such  decision  shall  be  final  and 
conclusive  upon  all  parties. 

Second.  Subscriptions  shall  be  for  one  or  more  shares  of 
common  stock  at  the  subscription  price  $io6  per  share. 

Third.  The  following  table  shows  the  maximum  number  of 
shares  which  may  be  subscribed  for  by  employees  whose  salaries 
or  wages  are  within  the  respective  limits  stated,  but  employees 
at  their  option  may  subscribe  for  less  than  such  maximum  num- 
ber of  shares. 
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SUBSCRIITIONS    TO    COMMON    StocK 

Employees  receiving 
annual  salariesof : 

$795-00  or  less 
795-01  to  $1,766.66 

1,766.67  to    2,473.33 

2,473-34  to    3,975-00 

3,975-01  to    4,858.33 

4,858.34  to    6,890.00 

6,890.01  to    7,950.00 

7,950.01  to    9,010.00 

9,oro.oi  to  12,587.50 
12,587.51  to  13,912.50 
13,912.51  to  15,237-50 
15,237-51  to  16,562.50 
16,562.51  to  17,887.50 
17,887.51  to  19,212.50 
19,212.51  to  32,860.00 

Payment  for  Stock 

Fourth.  Payment  of  subscriptions  shall  be  in  monthly  install- 
ments to  be  deducted  from  the  salary  or  wages  of  the  subscriber 
Ihe  hrst  deduction  will  be  made  from  April  salary  or  wages 
No  installment  shall  be  less  than  $2  per  share  and  shall  not  ex- 
ceed one-quarter  of  any  one  month's  salary  or  wages.  Install- 
ments exceeding  the  minimum  must  be  in  even  dollars.  Pay- 
ment for  the  stock  should  be  completed  within  three  years.  In- 
terest at  5  per  cent  per  annum  will  be  charged  on  deferred  pay- 
ments. 

Dividends 

Fifth  Until  payment  of  the  subscription  has  been  completed 
any  dividends  paid  on  the  stock  subscribed  for  will  be  credited 
to  the  account  of  the  subscriber  as  part  of  his  payment.  After 
the  stock  is  issued  to  the  subscriber,  future  dividends  will  go 
direct  to  him. 


May  subscribe 

for  a 

maximum  number  of  : 

I  share 

2  shares 

3  shares 

4  shares 

5  shares 

6  shares 

7  shares 

8  shares 

9  shares 

10  shares 

II  shares 

12  shares 

13  shares 

14  shares 

15  shares 

Sixth 
reasons : 
(I) 
(2) 


(3) 

The 
benefits 
continue 
the  full 


Cancellations — Refund  of  Installments 
Subscription    will    be    cancelled    for    the    following 

By  request  of  subscriber. 

By  (a)  voluntarily  leaving  the  service,  or  (b)  being 
discharged  for  cause,  or  (c)  failing  to  resume  employ- 
ment when  requested.  (See  Section  Eleventh.) 
By  discontinuing  payments  without  the  consent  of  the 
corporation  for  three  consecutive  months, 
cancellation  of  a  subscription  forfeits  all  interest  and 
which  the  subscriber  would  have  received  if  he  had 
d  such  subscription.  There  will  then  be  returned  to  him 
amount  of  payments  made  on  the  subscription  so  can- 


celled  with  interest  at  5  per  cent  per  annum,  no  credit  being 
given  him  for  dividends  or  for  the  special  allowance  referred  to 
in  third  paragraph  of  Section  Seventh,  and  no  interest  being 
charged  on  deferred  payments.  A  subscription  may  not  l3e  can- 
celled in  part. 

Special   Benefits 

Seventh.  When  the  stock  is  fully  paid  for,  it  will  be  issued 
in  the  name  of  the  subscriber.  He  may  sell  his  certificate,  but 
as  an  inducement  for  him  to  keep  it  while  he  remains  in  the 
service,  the  following  offer  is  made,  viz.  : 

If  he  will  keep  the  stock  and  in  January  of  each  year,  for 
five  years,  commencing  with  January,  1921,  will  exhibit  the  cer- 
tificate to  the  treasurer  of  his  company,  together  with  a  state- 
ment from  a  proper  official  that  he  has  been  continuously  in  the 
employ  of  the  corporation  or  of  one  or  another  of  its  subsidiary 
companies  during  the  preceding  year,  and  has  shown  a  proper 
interest  in  its  welfare  and  progress  he  will  for  each  of  such  five 
years  receive  a  cash  payment  at  the  rate  of  $5  a  share  for  each 
share  of  common  stock. 

Subscribers  who  may  not  have  fully  paid  their  subscriptions 
by  January  in  any  year,  will,  if  their  subscriptions  are  still  in 
force,  and  they  have  otherwise  fulfilled  all  the  conditions  of 
continuous  and  faithful  service  as  provided,  be  credited  in  their 
subscription  accounts  with  the  foregoing  special  allowance  of 
$5  per  share  on  their  subscriptions  for  common  stock. 

Additional  Compensation 

Eighth.  If  a  subscriber  keeps  his  certificate  and  remains  con- 
tinuously in  the  service  for  five  years,  the  corporation  intends 
that  he  shall  then  receive  a  still  further  compensation,  which 
cannot  now  be  ascertained  or  stated,  but  which  will  be  derived 
from  the  following  sources,  viz.  : 

The  special  allowances  referred  to  in  Section  Seventh,  which, 
after  a  subscription  is  fully  paid,  are  forfeited  by: 

(a)  Transfer  of  certificate  from  name  of  a  subscriber, 
whether  intentionally  or  otherwise; 

(b)  Voluntarily  leaving  the  service,  or  being  discharged  for 
cause,  or  failing  to  resume  employment  when  requested 
(See  Section  Eleventh) 

will  be  paid  by  the  corporation  into  a  special  fund  at  the  end  of 
each  year.  This  fund  will  be  credited  with  interest  at  5  per  cent 
per  annum  and  at  the  end  of  the  five  years'  period,  the  total 
amount  thus  accumulated  will  be  divided  into  as  many  parts  as 
shall  be  equal  to  the  number  of  shares  of  common  stock  sub- 
scribed for  hereunder  and  then  remaining  in  the  hands  of  sub- 
scribers who  shall  have  continued  in  such  employ  for  the  whole 
five  years.  The  corporation  will  then  by  its  own  final  determina- 
tion in  its  discretion  award  to  each  subscriber  whom  it  shall 
find  deserving  thereof  as  many  parts  of  such  accumulated  fund 
as  he  shall  be  entitled  to  on  basis  of  the  number  of  shares  then 
held  by  him  under  this  plan. 
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Ninth.  It  a  subscriber  dies  or  is  permanently  disabled  while 
rendering  taithtnl  service  during  such  five  years'  period  pay- 
ment will  be  made  to  his  estate  or  to  him,  as  follows: 

(a)  If  his  subscription  is  fully  paid  and  he  has  received  and 
not  disposed  of  his  certificate  of  stock,  the  corporation  will  pay 
a  sum  equal  to  $5  per  share  for  each  of  the  five  years  not  then 
expired,  and  also  a  prorata  amount  of  the  special  fund  arising 
from  forfeitures,  referred  to  in  Section  Eighth  preceding,  which 
may  have  accrued  at  the  time  of  his  death  or  disability. 

(b)  If  his  subscription  has  not  been  paid  in  full,  the  cor- 
poration will  pay  the  money  theretofore  paid  in  by  him  on  ac- 
count, together  with  the  di\idends  paid  on  the  stock  subscribed 
for,  the  special  allowance  for  the  entire  five  vcars'  period  and 
a  prorata  share  of  the  amount  of  the  special'  fund  mentioned, 
less  interest  at  5  per  cent  per  annum  on  deferred  installments. 

(c)  If  at  time  of  decease  or  permanent  disablement,  the 
subscription  has  been  fully  paid  but  certificate  not  yet  delivered, 
the  corporation  will  turn  over  the  certificate,  as  first  stated 
above,  together  with  the  additional  payments  mentioned  in  para- 
graph  (a)  preceding. 

Pensioned  Employees 

A  pensioner  will  not  be  permitted  to  subscribe,  but  any  sub- 
scriber who  is  subsequently  pensioned  mav  continue  payments 
on  his  subscription  and  when  fully  paid,  he' will  receive  the  cer- 
tificate for  the  stock  subscribed  for  and  the  payments  referred 
to  in  paragraph  (a)  of  Section  Ninth,  provided,  however,  that 
as  soon  as  he  shall  have  fully  paid  his  subscription  and  received 
his  certificate  of  stock,  he  will  be  treated  as  though  permanently 
disabled  and  payments  will  be  made  to  him  in  accordance  with 
provisions  of  paragraph   (a)  Section  Ninth. 

Beneficiary 

Tenth.  A  subscriber  may  name  in  his  subscription  as 
beneficiary  the  person  to  whom  in  the  event  of  his  death  he 
desires  the  corporation  to  pay  all  amounts,  in  connection  with 
his  subscription,  which  would  otherwise  be  payable  to  his  estate. 
By  written  notice  delivered  to  the  treasurer  of  the  company  by 
which  he  is  employed  he  may  substitute  another  beneficiary.  The 
corporation.  ui)on  satisfactory  proof  of  death,  will,  under  the 
conditions  of  the  subscription  pay  to  such  beneficiarv  all  amounts 
in  connection  with  the  subscription  which  would  other- 
wise be  payable  to  the  estate  of  the  subscriber.  When  the  bene- 
ficiary has  been  named  the  subscriber's  estate  shall  have  no 
claim  to  any  such  amounts,  unless  the  beneficiary  should  die 
before  the  subscriber,  and  in  that  event  payment  will  be  made 
to  the  subscriber's  estate. 
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Suspension  of  Employment 

Eleventh.  Subscribers  whose  employment  has  liecn  suspended 
by  reason  of  the  temporary  ck)sing  of  a  plant,  and  who  shall 
continue  ready  and  willing  when  required  to  resume  their  ser- 
vice, will  not  be  deprived  of  the  special  allowance  of  $5  per 
share  per  year  during  such  suspension,  although  they  may  have 
accepted  employment  during  such  suspension.  As  pre- 
sumptive evidence  of  willingness  to  resume  employment,  the  cor- 
poration will  accept  (i)  from  the  holders  of  fully-paid  sub- 
scriptions, the  exhibition  of  the  original  certificate  in  January 
of  each  year,  and  (2)  from  the  holders  of  partly-paid  subscrip- 
tions, the  retention  by  them  of  their  subscription  during  the  pre- 
ceding year. 

The  above  period  of  suspension  will  not  be  counted  as  part  of 
the  three  years  limited  for  the  full  payment  of  the  subscriptions, 
and  during  such  suspension  monthly  payments  will  not  be  re- 
quired, though  if  so  desired  by  the  employee  they  may  be  con- 
tinued. 

In  case  of  the  death  during  such  suspension  of  any  such  sub- 
scribing and  continuing  employee,  his  estate  or  his  beneficiary 
will  be  entitled  to  the  same  benefits  accruing  to  his  subscription 
as  if  he  had  died  while  under  employment. 

Failure  to  present  the  original  certificate  as  provided,  or  the 
withdrawal  of  a  partly-paid  subscription,  or  the  failure  to  re- 
sume employment  when  requested,  will  constitute  a  relinquish- 
ment of  all  benefits  referred  to  in  this  circular. 

If  a  plant  f)r  office  is  permanently  abandoned  and  a  subscrib- 
er at  such  plant  or  office  does  not  continue  in  the  service  at  an- 
other plant  or  office  of  the  corporation  or  a  subsidiary  company, 
settlement  of  his  subscription  accounts  will  be  made  as  provided 
in  case  of  pensioned   employees.   Section   Ninth. 


W.  II.  McElwain  Company  Plan^ 
Announcement  to  Employees 

William  H.  McElwain  founded  this  business  in  1894  and  as- 
sociated with  him  as  partners  a  sjriall  group  of  men  who  had 
faith  in  his  policies.  The  partnership  was  succeeded  by  a  corpor- 
ation, as  the  size,  extent  and  complexity  of  the  business  made 
this  form  of  organization  necessary.  It  is  impossible  to  go  back 
to  the  earlier  days  of  actual  partnership.  It  is  possible,  how- 
ever, to  develop  in  the  greater  institution  of  today  the  factors 
that  make  the  relation  of  partners  the  closest  relation  in  busi- 
ness life.  These  factors  we  need  in  every  department  of  the  busi- 
ness. 

With  this  need  in  mind  we  are  giving  every  employee  who  has 
for  six  months  been  a  member  of  the  McElwain  team  an  oppor- 
tunity to  purchase  the  second  preferred  stock  of  the  company — 

*  The  company  has  been  merged  with  the  International  Shoe  Com- 
pany   and    plan    withdrawn. 
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to  become  a  joint  owner  in  the  McElwain  enterprise.  He  may 
own  an  interest  in  the  McElwain  factories,  the  AfcEIwain  di/- 
tributing  houses,  the  McElwain  organization,  and  the  McElwain 
goodvvill.  He  may  receive  dividends  from  his  financial  invest 
ment  in  the  business  m  which  he  participates.  We  believe  that 
the  employees  of  the  company  will  welcome  this  opportunity, 
and  that  the  response  will  be  general. 

What  is  the  stock? 

Second  preferred  stock  of  W.  H.  McElwain  Company.  Par 
$50  per  share.  Regular  dividends  6  per  cent  ($3  per  shared  an- 
nually Extra  dividend  limited  to  3  per  cent  ($1.50  per  share) 
annually.  In  normal  tmies,  therefore,  the  stock  pays  dividends 
aggregating  9  per  cent  ($4.50  per  share)  each  year. 

Price  $50  per  share,  plus  accrued  and  unpaid  dividends 

Ihe  company  has  a  large  capital,  is  conservativelv  finanrcd 
and  has  never  failed  in  twenty-five  years  to  earn  a  fair  profit 
Its  first  preferred  stock  pays  only  7  per  cent  and  is  owned  by  in- 
vestors. The  stock  now  offered  (second  preferred  stock)'  has 
in  the  past  been  owned  principally  bv  managers,  superintendents 
foremen,  salesmen  and  other  executives.  They  continue  to  own 
their  stock.  The  management  will  set  aside  a  block  of  new 
stock,  exactly  similar  in  every  respect,  for  sale  to  employees  of 
the  company.  An  employee  may  subscribe  for  himself  or  his 
immediate  family.  No  other  subscriptions  will  be  accepted  The 
right  is  reserved  to  withdraw  this  offer  at  any  time. 

First  preferred  and  second  preferred  stock  have  no  voting 
rights  except  on  certain  contingencies  like  a  failure  to  pay  divi- 
dends on  first  preferred  stock,  when  both  classes  become  en- 
titled to  vote. 

The  company  cannot,  of  course,  agree  to  buy  back  its  own 
stock  from  employees  who  purchase  it.  The  company  will,  how- 
ever, endeavor  to  assist  any  employee,  who  finds  it  necessary  to 
sell,  in  finding  a  customer  among  other  employees. 

If  you  desire  to  join  the  group  of  men  and  women,  over  four 
thousand  in  number,  who  own  the  McElwain  business,  please 
fill  out  and  sign  the  attached  application  and  hand  it  to  the  per- 
son in  your  plant  who  is  designated  to  receive  applications,  with 
the  amount  of  money  requirred.  You  will  receive  a  receipt 
which  must  be  surrendered  when  the  certificate  of  stock  has 
been  prepared  and  is  ready  for  delivery. 

Any  employees  who  wish  to  purchase  stock,  but  are  unable 
to  pay  for  it  in  full  at  once,  should  talk  with  their  foremen  on 
the  subject. 

J.  FRANKLIN  McELWAIN, 
For  the  Board  of  Directors. 
June  21,   1020. 

Note— Regular  dividends  are  payable  as  follows: 
\y2  per  cent  (75  cents  per  share)  on  the  first  days  of 
February,  May,   August  and  November. 
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Extra  dividend  is  paid  in  June  of  each  year.  It 
consists  of  one-fourth  of  the  net  earnings  of  the  fiscal 
year  ended  May  v31,  remaining  after  the  payment  of 
7  per  cent  on  first  preferred  stock  and  6  per  cent  on 
other  classes  of  stock.  Such  extra  dividend  must  not 
exceed  3  per  cent  in  any  year. 

Including  regular  and  extra  dividends,  9  per  cent 
has  been  paid  on  second  preferred  stock  in  every  year 
since  the  organization  of  the  company,  except  1915, 
when  7j/>  per  cent  was  paid. 

Type  IV. — Stock  Given  to  Employees 

A  much  greater  diversity  of  features  is  found  when 
plans  which  make  a  gift  of  stocks  to  employees  are 
analyzed.  For  this  study  special  information  was 
obtained   regarding  sixteen  such   plans. 

Gifts  of  stock  are  generally  made  as  part  of  a  bonus 
or  profit-sharing  system  or  in  close  relation  thereto. 
The  schemes  vary  from  very  simple  outright  donations 
to  complex  systems  of  industrial  partnership.  Henry 
A.  Dix  &  Company,  manufacturers  of  house  dresses  in 
New  York,  set  aside  $100,000  of  common  stock  in  April, 
1920,  to  be  distributed  as  an  annual  bonus  to  selected 
managers,  department  heads  and  foremen.  Ten  per 
cent  dividends  were  guaranteed,  and  the  bonus  was  paid 
one-fifth  in  cash  and  four-fifths  in  stock.  Another 
simple  plan  is  that  of  the  E.  I.  du  Pont  de  Nemours 
Company,  which  makes  awards  in  stock  for  "continu- 
ous service,  in  inventions,  unusual  ability,  industry  or 
loyalty."  Class  A  awards  are  for  especially  distin- 
guished service  of  this  nature.  Class  B  for  less  achieve- 
ments among  employees  who  have  worked  for  the  com- 
pany two  years  or  more. 

The  Pittsburgh,  Butler  and  Harmony  Consolidated 
Railway  and  Power  Company  is  reported  to  have  created 
a  trust  fund  of  $1,000,000  in  its  common  stock,  the  divi- 
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dends  from  which  were  to  be  divided  equally  among 
Its  four  hundred  employees.  The  voting  power  of  the 
stock  was  to  remain  with  the  president  of  the  company, 
but  the  employees  were  to  be  permitted  to  elect  three 
directors  to  the  board.  It  was  believed  that  in  order 
to  make  each  man's  dividend  as  large  as  possible  an 
mcentive  would  be  created  to  keep  down  the  number 
of  employees. 

As  an  illustration  of  a  complex  scheme  for  gifts  of 
stock     the    project    of    the    Larkin    Soap    Company    of 
Buffalo,  New  \ork,  may  be  instanced.     In  July,   1919 
this  firm  announced  that  its  directors  would  select  em- 
ployees who  had  "a  sustained  interest  in  the  business" 
and   had   "demonstrated   their   value"   and   divide   them 
into  groups.     On   receiving  a   favorable  vote   from  90 
per  cent  of  their  group,  thev  would  become  eligible  to 
sliare  in  the  distribution  of  $10,000,000  of  common  stock 
Each  could  hold  stock  to  the  amount  of  a  tenth  of  his 
annual  salary  times  three   years  less  than  his  years  of 
service  with  the  company.    After  a  7  per  cent  dividend 
on  the  preferred  stock  was  paid  and  provision  was  made 
for  expansion  of   the   company,  buving  in  of  common 
stock  and  the  regular  dividend  on  it,  any  remaining  prof- 
its   were    to    be    divided    equally    between    the    original 
owners  of  the  business  and  the  employee-stockholders. 
On  leaving  the  company,  except  to  retire,  an  employee 
must,  at  the  option   of  the  firm,  sell  it   his   stock   for 
cash,   take   its  6   per  cent    six   months   note    for   it   or 
exchange  it  for  second  preferred  stock. 

DENNISON  MANUFACTURING  COMPANY 
The  Dennison  Manufacturing  Company  has  a  some- 
what similar  plan  in  its  ^'industrial  partnership"  stock. 
The  following  explanation  by  the  company  of  its  system 
is  quoted  because  of  its  clear  exposition  of  the  under- 
lying^ philosophy  of  the  plan  which  represents  a  ten 
years'  experiment  and  development. 
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The  chief  motives  which  led  us  to  reincorporate  the  Denni- 
son Manufacturing  Company  in  1911  in  the  form  of  an  indus- 
trial partnership  were,  first,  to  provide  a  better  means  of  distri- 
bution of  whatever  profits  there  might  be  in  excess  of  a  fair  re- 
turn on  capital ;  second,  to  make  certain  that  the  voting  power 
would  always  remain  in  the  hands  of  those  intimately  acquainted 
with  the  company's  affairs.  From  the  early  days  of  the  com- 
pany, stock  had  been  offered  to  employees  at  a  figure  below  its 
actual  value,  but  this  plan  proved  insufficient,  unsatisfactory  and 
unfair  in  many  ways. 

At  the  time  of  the  change  our  company  had  only  one  kind 
of  stock,  which  was  each  year  tending  more  and  more  to  pass 
out  of  the  hands  of  those  connected  with  the  business.  A  part 
of  the  profits  had  each  year  been  withheld  from  dividends  in 
order  to  provide  for  the  growth  of  the  company,  and,  therefore, 
from  time  to  time  there  had  been  a  distribution  of  the  surplus  in 
the  form  of  stock  dividends.  The  company  had  passed  the  stage 
where  the  capital  invested  in  it  was  at  greater  risk  than  the  nor- 
mal business  risk,  and  its  financing,  therefore,  required  no  more 
than  a  normal  return  to  capital.  Whatever  more  than  this  was 
earned  by  the  organization,  neither  the  needs  of  the  concern  nor 
the  demands  of  justice  required  to  be  distributed  to  the  stock- 
holders as  such.  On  the  other  hand,  two  considerations  pointed 
to  increasing  danger  in  the  future.  First,  the  constant  spectacle 
of  all  fruits  of  extradordinary  efforts  on  the  part  of  the  man- 
agers, foremen,  or  salesmen,  being  turned  over  to  people  who 
were  almost  strangers  to  the  company,  could  only  result  in  a 
progressive  weakening  of  enthusiasm  and  loyalty.  Second,  the 
steady  increase  in  the  proportion  of  stock  held  by  people  un- 
acquainted with  the  business,  pointed  to  the  time  when  the  vot- 
ing power  must  inevitably  be  used  for  some  other  purposes  be- 
sides the  permanent  good  of  the  company  itself.  As  a  measure 
of  safety  for  the  future,  then,  the  form  of  incorporation  was 
changed. 

The  common  stock  was  all  converted  into  a  first  preferred 
stock,  carrying  a  fixed  cumulative  dividend,  with  preference  in 
assets  and  dividends,  but  no  rights  to  accretions.  The  amount 
of  this  stock  and  the  rate  of  dividend,  were  chosen  to  represent 
a  fair  return  on  the  capital  at  that  time  invested  in  the  concern. 
It  was  then  provided  that  if  there  were  any  profits  remaining 
after  these  dividends  had  been  fully  paid,  these  profits  should  be 
invested  in  the  business  and  against  them  issued  yearly  a  stock 
which  we  call  industrial  partnership  stock. 

Because  this  industrial  partnership  stock  had  been  earned  by 
the  efforts  of  the  organization,  not  by  the  mere  investment  of 
capital,  it  became  necessary  to  determine  to  whom  this  stock 
should  be  issued.  In  other  words,  who  were  the  real  profit- 
earners  in  the  organization?  An  analysis  so  thorough  as  to  deal 
almost  individually  with  cases  of  more  than  two  thousand  em- 
ployees  led  us  to  the  conclusion   that  profits   depended  almost 
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solely  on  such  men  as  sales  managers,  senior  salesmen,  depart- 
ment heads,  foremen  and  the  like. 

The  further  task  then  remained  of  providing  means  of 
specihca  ly  designatnig  each  year  who  these  individuals  were 
Uriginally  we  used  as  a  criterion  the  amount  of  pay  received 
t)y  each  and  their  length  of  service.  Eventually  the  tremendous 
changes  m  the  value  of  the  dollar,  and  more  especially  the  ir- 
regular, application  of  these  changes  among  various  classes  of 
employees,  entirely  destroyed  the  salarv  line  as  a  true  dividing 
line  between  those  of  our  employees  whose  effects  upon  profits 
were  important  and  appreciable  and  those  whose  effects  upon 
our  net  profits  account  were  remote  and  heavily  conditioned  by 
the  policies  ot  the  management.  Principal  employees  are  now 
limited  to  those  who  have  had  five  years  or  more  of  service  and 
whose  position  with  the  company  requires  the  exercise  of  man- 
aging ability  and  control  over  methods  of  manufacturing  or 
marketing,  such  as  an  executive,  department  head,  principal 
lorcman,  chict  clerk,  branch  manager,  or  principal  salesman;  or 
whose  work  shows  the  use  of  a  high  degree  of  imagination,  tact 
or  business  judgement— those  qualities  upon  which  we  believe 
the  constant  earning  of  profits  to  depend.     To  the  directors  is 

il  ,/PP  ^^^^'°"  °^  ^^'^  "^'^  ^"*  ^^^  industrial  partnership 
stockholders  may  from  year  to  year  pass  votes  further  defining 
the  directors'  methods  of  choosing.  These  men  are  classed  as 
principal  employees  and  to  them  the  industrial  partnership  stock 
is  issued.  It  their  combined  efforts  have  earned  profits  in  the 
previous  year.  To  distinguish  the  relative  profit  earning  power 
ot  each  one  of  the  men  in  this  class,  it  was  clear  that  the  rel- 
ative salary  was  a  fair  guide,  and  the  stock  is  therefore  issued 
to  them  in  proportion  to  the  salary  they  received  the  previous 
year. 

In  its  main  outlines  this  describes  the  distribution  of  our 
prohts  for  the  future— a  fixed,  sufficient,  and  cumulative  divi- 
dend tor  capital,  and  all  profits  in  excess  of  that  amount  each 
year  to  the  men  who  earn  those  profits.  Several  qualifying  pro- 
visions safeguarding  this  or  that  point  can  be  found  in  the 
agreement  of  association  and  by-laws. 

Since  its  establishment  the  results  of  the  industrial  partner- 
ship plan  have  been  as  follows: 

Number  of 

Shares  Principal 

--      ,                                   Distributed  Employees 

March,  1913                              15,122  167 

March,  1914                              18,604  211 

March,  1915                              12.779  ^18 

March,  1916                              12,884  228 

March,  191 7                             4^.752  260 

March,  1918                              19,015  288 

March,  1919                             30,740  320 

March,  1920                             57,363  364 

Average  cash   dividend   rate  on   outstanding  industrial  part- 
nership stock  10  per  cent. 


EMPLOYEES    AND    EXECUTIVES 


Details  of  Plan 


149 


Before  March  15  of  each  year,  the  Board  of  Direc- 
tors shall  set  aside  as  the  employees'  industrial  part- 
nership fund,  one-third  of  the  total  fund  to  be  dis- 
tributed as  extra  remuneration  in  stock  in  that  year. 

DENNISON  EMPLOYEE  INDUSTRIAL  PARTNERSHU' 

Every  employee  of  the  Dennison  Manufacturing 
Company  and  its  subsidiary  companies,  who  on  the  first 
day  of  any  year  has  completed  two  years  of  continuous 
full-time  service  with  the  company,  is  eighteen  years 
of  age  or  over,  and  is  not  participating  in  the  profits 
of  that  year  upon  some  other  basis,  shall  become  an 
employee  industrial  partner,  and  shall  be  notified  thereof 
before  February  1st  of  that  year. 

If  any  employee  industrial  partner  resigns  or  is  dis- 
charged from  the  employ  of  the  company,  his  rights  as 
an  employee  industrial  partner  shall  immediately  be  sus- 
pended. If  he  subsequently  returns  to  the  employ  of 
the  company  his  rights  as  an  employee  industrial  partner 
shall  be  restored  as  soon  as  he  has  completed  on  the 
first  day  of  any  year  since  his  return,  one  year  of  con- 
tinuous full-time  service  with  the  company. 

BASIS  OF  DISTRIBUTION   OF  THE   EMPLOYEES   INDUSTRIAL 

PARTNERSHIP    FUND 

The  employees'  industrial  partnership  fund  of  any 
year  shall  by  March  15  of  the  following  year,  be  dis- 
tributed among  the  employees  who  were  employee  part- 
ners on  January  1  of  the  year  for  which  distribution 
is  made.  All  such  employee  industrial  partners  shall  be 
classified  into  six  groups  on  the  basis  of  length  of 
accumulated  full-time  service  as  indicated  in  the  follow- 
ing table.  The  individual  members  of  each  group  who 
have  worked  the  full  year  shall  each  receive  a  uniform 
sum  which  shall  bear  the  ratios  to  the  sums  received 
by  the  individual  members  of  each  of  the  other  groups 
that  are  also  indicated  in  the  following  table: 
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Term  of  Full-time  Service  oti 
Jan.  I  of  the  year  for 
which  distribution  is  made 
Group 

I Less  than  5  yrs. 

2 5  yrs.  to  10  yrs. 

3 10  yrs.  to  15  yrs. 

4 15  yrs.  to  20  yrs. 

5 20  yrs.  to  25  yr.s. 

6 25  yrs.  and  over 


Index   Numbers   or   "points" 

indicating  relative  amounts 

received  by  the   individual 

members    of    each    of    the 

several  groups 

10  points 

12  points 

15  points 

18  points 

21   points 

24  points 


No  employee  industrial  partner  shall  participate  in 
the  distribtition  of  any  year  unless  he  has  completed 
at  least  six  months  of  full-time  service  in  that  year.  If 
he  has  worked  over  six  months  but  less  than  one  year, 
he  shall  receive  a  share  proportionate  to  the  number 
of  full  months   worked. 

Any  employee  industrial  partner  who  leaves  the  em- 
ploy of  the  company  after  six  months'  service,  but  before 
the  end  of  the  year,  shall  be  ^iven  a  certificate  indi- 
cating the  number  of  months  for  which  he  is  entitled 
to  share,  and  his  share  shall  be  sent  to  hitn  at  his  last 
known  address. 

COMPUTATION   OF   LENGTH    OF   SERVICE 

Length  of  full-time  service  shall  be  computed  as 
follows : 

1.  Holidays,  vacations  not  exceeding  two  weeks  in 
one  year,  temporary  absences  not  exceeding  the  rate  of 
twelve  working  days  in  one  year,  layoffs  of  less  than 
one  week  in  duration,  and  absences  of  less  than  one 
working  day  shall  not  be  deducted  from  length  of  ser- 
vice, but  all  other  absences  from  work  shal!  be  deducted. 

2.  The  service  of  home  workers  and  such  other 
employees  as  do  not  normally  work  the  full  standard 
hours  of  their  particular  class  of  work  shall  not  be 
counted. 

3.  Time  shall  be  carried  over  from  year  to  \  ear  in 
full  months  only   (and  for  this  purpose  a  month  shall 
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be  considered  as  having  twenty-five  working  days),  and 
any  fraction  of  a  month  remaining  at  the  end  of  a 
year  shall  be  disregarded. 

4.  Only  absences  which  constitute  resignation  or 
discharge  shall  be  considered  as  interrupting  continuous 
service. 

5.  In  computing  accumulated  service,  the  service 
of  any  employee  industrial  partner  prior  to  the  day  on 
which  he  became  an  employee  industrial  partner  shall 
be  counted  as  two  years  and  no  more,  and  the  service 
of  an  employee  industrial  partner  whose  rights  have 
been  suspended,  between  the  date  of  suspension  and 
the  day  on  which  his  rights  as  an  employee  mdustrial 
partner  were  restored,  shall  be  counted  as  one  year  and 
no  more. 

6.  In  determining  length  of  service  in  years  prior 
to  1920  the  lengths  of  service  used  for  the  purpose  of 
distributing  the  75th  anniversary  fund  shall  be  employed 
and   shall  not  be  subject  to   amendment. 

FORM   OF   DISTRIBUTION 

The  employees'  industrial  partnership  fund  shall  be 
distributed  in  the  form  of  non-transferable,  non-voting 
stock,  to  be  known  as  Dennison  employees'  industrial 
partnership  stock.  This  stock  shall  be  issued  at  par  in 
shares  of  $10  par  value.  It  shall  pay  dividends  annually 
at  the  same  rate  that  dividends  are  paid  on  managerial 
industrial   partnership   stock  during  the   same  year. 

Insofar  as  possible  the  share  of  each  employee  shall 
be  distributed  in  certificates  of  employees'  industrial 
partnership  stock,  but  such  amounts  (less  than  $10)  as 
may  remain  shall  be  distributed  in  cash.  Each  employee 
industrial  partner  at  the  time  of  first  receiving  a  cer- 
tificate shall  sign  a  contract  for  special  remuneration 
in  which  he  shall  indicate  the  beneficiary  to  whom  the 
benefits  accruing  to  his  stock  shall  be  paid  in  case  of 
his  death,  and  may  also  designate  a  second  and  third 
alternate  beneficiary.     The  beneficiaries,  however,   may 
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be  changed  by  the  employee  at  any  time  by   notice  in 
writing  to  the  company. 

TERMINATION   OF   EMPLOYMENT 

Whenever  a  holder  of  the  Dennison  employees' 
industrial  partnership  stock  resigns  or  is  discharged 
from  the  employ  of  the  company  (whether  he  receives 
a  pension  or  otherwise)  or  dies,  his  right  to  dividends 
upon  this  stock  shall  cease,  and  he  or  his  beneficiary 
shall  return  the  stock  to  the  company.  In  return  the 
company  shall  issue  to  him  or  in  case  of  his  death 
directly  to  the  first  of  the  beneficiaries  that  he  has 
designated  who  is  living  at  the  time  of  his  death  (and 
not  to  his  estate  unless  no  beneficiary  is  named  or  liv- 
ing), one  share  of  second  preferred  stock  for  every  ten 
shares  of  employees'  industrial  partnership  stock  which 
he  returned  or  to  Avhich  he  was  entitled,  and  shall  pay 
in  cash  at  par  for  any  additional  shares  of  employees' 
industrial  stock    (less  than  ten)    then  remaining. 

COMMITTEE    ON    OPERATION 

The  chairman  of  the  General  Works  Committee  and 
the  chairman  of  the  Central  Committee,  ex-ofiicio,  shall 
be  a  Committee  on  Operation  for  the  employees'  indus- 
trial partnership  plan.  It  shall  be  the  duty  of  this  com- 
mittee to  investigate  the  operation  of  this  plan  for  the 
purpose  of  determining  whether  it  is  being  carried  out 
in  every  particular,  and  to  report  annually  to  the 
General  Works  Committee  concerning  its  operation.  To 
this  end,  the  committee  shall  at  all  times  have  power 
to  inspect  the  books   and   records  of  the  company. 

It  shall  also  be  the  duty  of  this  committee  to  pre- 
pare according  to  the  provisions  of  this  plan  the  list 
of  Dennison  employee  industrial  partners  for  each  year, 
designating  the  group  to  which  each  employee  belongs. 
In  case  any  employee  is  not  satisfied  with  his  position 
in   this   list  or  feels   that  he   is    unjustly  excluded,   he 
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may  take  his  case  up  directly  with  the  Committee  on 
Operation,  which  shall  consider  his  case.  For  the  pur- 
pose of  such  reconsideration,  but  for  no  other  purpose, 
the  president  of  the  company  shall,  ex-ofificio,  be  a  mem- 
ber of  the  Committee  on  Operation.  The  decision  of 
this  committee  upon  any  such  reconsidered  case  shall 
be  final  and  not  subject  to  alteration  by  the  General 
Works  Committee  or  the  management. 

DISTRIBUTION    AND    WAGES 

The  funds  distributed  are  an  award  of  extra  eflForts, 
saving  of  waste,  and  whole-hearted  cooperation,  and  are 
entirely  distinct  from  and  in  addition  to  regular  wages, 
and  the  fact  that  funds  are  so  distributed  among  the 
employees  shall  not  be  considered  in  determining  regular 
wage  rates. 

Gifts  of  Stock 

Gifts  of  stock  are  frequently  limited  to  the  more 
responsible  employees,  or  to  those  whom  the  officials 
deem  especially  worthy  of  recognition.  The  Boston 
Consolidated  Gas  Company,  which  has  distributed  a 
bonus  in  the  form  of  preferred  stock  for  about  fifteen 
years,  limits  its  gifts  to  selected  employees  who  "show 
regularity,  intelligence  and  energy"  and  have  worked 
for  the  company  at  least  six  months,  during  the  past 
year.  In  the  year  ending  June  30,  1920,  eight  hundred 
and  thirty-nine  out  of  thirteen  hundred  and  fifty-seven 
employees  were  reported  to  have  qualified. 

The  president  of  the  Harvard  Knitting  Mills,  which 
has  for  two  years  given  a  share  of  profits  as  "certificates 
of  ownership,"  has  recently  complained  that  only  about 
40  per  cent  of  the  beneficiaries  have  manifested  the 
increased  energy  and  zeal  which  was  expected.  It  is 
worthy  of  note  that  the  mill  shares  profits  in  this  way 
with  all  who  have  a  service  record  of  a  year  or  more. 
In  this  connection  a  comment  of  the  Studebaker  Cor- 
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poration  on  its  various  incentive  plans  may  be  empha- 
sized. In  reply  to  a  question  as  to  "pitfalls  to  be 
avoided,"  a  representative  of  the  company  answers: 
'The  plan  must  be  strictly  adhered  to  in  order  that 
men  may  not  expect  to  receive  these  benefits  as  a  matter 
of  course.  In  other  words — the  man  must  realize  that 
there  is  an  obligation  upon  him  which  he  must  discharge 
in  order  to  merit  the  benefits  set  forth." 

Summary 

The  effectiveness  of  the  plans,  discussed  in  this 
survey,  depends  very  largely  on  the  way  in  which  they 
are  presented  to  the  employees.  It  also  depends  on 
the  number  of  shares  the  employees  as  individuals  hold. 
Those  plans  which  place  only  two  or  three  shares  in 
the  possession  of  an  employee  hardly  can  be  expected 
to  create  much  enthusiasm. 

The  experience  of  companies  with  such  schemes  is 
that  the  appeal  is  strong  and  the  results  valuable  with 
the  salaried  officers  and  those  who  can  understand  the 
full  significance  of  the  ownership  of  stock.  With  the 
rank  and  file,  however,  it  has  proved  difficult  to  make 
the  men  realize  that  the  sheet  of  paper  really  means 
ownership  and  a  voice  in  the  company  management. 

It  is  interesting  to  note  that  in  England  in  1919 
there  were  forty-three  new  "copartnership  plans"  as  they 
are  called  in  that  country,  in  1920,  forty  and  in  1921 
only  three,  while  five  of  the  1919  plans  and  one  of  the 
1920  creations  were  discontinued.  There  seems  to  be 
a  slowing  up  in  the  extension  of  this  kind  of  employee 
participation  in  that  country  which  is  explained  by  some 
as  being  the  result  of  unsuccessful  experiences  on  the 
part  of  those  who  have  experimented  with  the  schemes. 
Possibly,  however,  the  slowing  up  of  this  movement  in 
England  may  be  due  to  business  conditions  and  should 
not  be  taken  as  indication  of  a  change  in  attitude  until 
it  has  proceeded  further. 
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FINANCIAL   INCENTIVES    FOR 


< 
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< 
o 

CO 


M 

5%    interest  on  un- 
paid    balances.      Div- 
idends credited.  Stock 
held   until   paid   up,   s 
years'    service    and    2 
years   after  allotment. 
Par    is     100 

.Amount      deposited 
with  compound  inter- 
est   at     5%     used    to 
buy      stock      after      s 
years 

6%      interest     paid 
semi-annually  on  pay- 
ments 

No  interest  on   un- 
paid    balances.     Divi- 
dends   received    while 
stock     is     being     paid 
for 

Purchases      subject 
to     approval     of     Mr. 
Eastman,   or  firm,  ac- 
cording   to    the    stock 

Contri- 
bution 
OF    Firm 

i 

Terms    of 
Redemption 

Payments,    less    ex- 
penses,     returned      if 
not   paid    regularly 

May        require        6 
months'    notice 

If        sold        before 
specified     date,     must 
offer    to    firm    at    par 
plus     6%     from     date 
of    last    dividend 

For       acts      preju- 
dicial  to  firm,   certifi- 
cate may  be  annulled 
and       payments       re- 
turned minus  interest 

a: 

M 

>« 

< 

Oh 
o 

CO 

M 

H 

Minimum,     $1     pei 
share    monthly 

3  or  ^%   of  salary, 
paid     within     4     days 
of    pay    day 

Sold     in      $10      or 
multiple    thereof 

Weekly  or  monthly 
payments       for       not 
more   than    i    year 

Maximum     2%      of 
salary.  May  pay  from 
dividends    or    as    con- 
venient 

Stock 
Offered 

Common 
Preferred 
7%      [i     share 
preferred        to 
3    shares    com- 
mon] 

Amounts    in 
discretion       of 
Board    of    Di- 
rectors 

Non-voting 
debenture 

"Note    and 
certificate       of 
participation" 

Second 
Preferred 

Common 

10,000 

shares 

($1,000,000), 

donated         b  y 

Mr.      Eastman 

and      same 

amount  offered 

by    company 

Eligibility 

(Require- 
ments) 

1 

■ 

"II 

u 

I. 

2    years' 

continuous 

service 

CONCXItlf 

Date  Plan 
Established 

Canada 

Cement    Co.,    Ltd. 
(Montreal) 

Commonwealth 

Edison    Co. 
(Chicago) 
July     I,     1909 
5,000  employees 
2,360  subscribers 

Cleveland    Twist 

Drill    Co. 
Dec.    14,    1918 

Craddock-Terry   Co. 
(Lynchburg,    Va.) 

Eastman   Kodak    Co. 

(Rochester,  N.Y.) 

July    10,    1919 
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Established 
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CHAPTER  XIV 

MUTUAL  BENEFIT  ASSOCIATIONS 

EMPLOYEES'  BENEFIT  ASSOCIATIONS^ 

Employees'  benefit  associations  are  the  outgrovvtli  of 
the  workers'  own  efforts  to  protect  themselves  and  their 
families  against  emergencies. 

The  service  of  the  mutual  benefit  association  is  in  the  nature 
ot  limited  msurance  for  the  workman  against  accident,  sick- 
ness, old  age,  death,  or  other  adversity.  It  is  the  simplest  and 
least  expensive  means  taken  to  compensate  for  failure  or  in- 
ability ot  the  workman  to  save  through  years  of  active  labor.' 

The  growth  of  these  associations  has  been  steady. 
Failures  have  been  few.  Such  associations  are  a  vital 
activity  in  employees'  service  work. 

Scope  of  the  Survey 

The  present  survey  has  "taken  stock"  of  the  activities 
of  employee  mutual  benefit  associations  throughout  the 
country.  A  large  number  of  successful  plans  have  been 
analysed  and  the  various  functions,  methods  and  details 
compared.  The  following  detailed  analysis  covers  the 
variations  in  type  of  associations  and  brings  out  what  is 
the  best  practice. 

Three  General  Types 

For  purpose  of  comparison,  the  plans  mav  be  grouped 
under  three  general  types:  I.  those  which  are  admin- 
istered solely  by  employees;  II.  those  administered 
jointly    by    company    and    employees;    and    III.    those 
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administered  solely  by  the  company.  The  divisions  are 
not  clean-cut.  The  independent  association  may  be  to 
a  great  extent  reliant  upon  the  voluntary  cooperation 
of  the  personnel  staff;  the  jointly  administered  associa- 
tion may  be  run  entirely  by  the  employees,  with  the 
firm's    representatives   nominally   in   charge. 

Form  of  Organization 

The  mutual  benefit  association  is  clearly  an  organiza- 
tion to  provide  some  kind  of  insurance  for  its  members. 
However,  the  word  ^'insurance"  is  carefully  avoided,  in 
most  cases,  to  prevent  complications  under  state  insur- 
ance regulations. 

The  form  of  association  varies  from  a  group,  which 
merely  subscribes  to  the  "plan,"  to  an  elaborate,  self-gov- 
erning, incorporated  association,  with  its  own  offices,  club 
houses,  and  a  large  financial  surplus.  Among  the  names 
applied  to  such  associations  the  following  are  most  com- 
mon: Employees'  Mutual  Benefit  (Benevolent,  Bene- 
ficial,) Association,  (Brotherhood  or  Society)  Relief, 
Sick,  Aid,  Burial,  Cooperative  Welfare,  Accident,  Etc. 
Sometimes  the  name  is  derived  from  the  initials  or  first 
syllables  of  the  company  name — as  the  Armco  Associa- 
tion of  the  American  Rolling  Mill  Company,  or  the 
Amexco  Association  of  the  American  Express  Company. 

Date  of  Establishment 

So  far  as  possible,  the  dates  of  establishment  of  the 
various  plans  are  noted.^  The  plans  date  back  to  about 
1870.  The  fact  that  plans  in  force  for  several  years  have 
required  frequent  revision  indicates  that  the  association 
ought  to  be  elastic,  to  allow  for  its  growth,  and  adjust- 
ment to  changing  conditions  and  needs.  The  mutual 
benefit  idea  is  not  a  new  one — the  close  of  the  nineteenth 
century  saw  organizations  of  this  nature  in  most  of  the 
big  companies  of  the  country.     What  recent  years  have 

*  See  charts  p.    197-216. 
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brought  is  the  extension  of  the  mutual  benefit  idea  into 
hwrnlreds  of  new  organizations,  companies,  internal 
growth  and  expansion  of  activities. 

Eligibility 

Compulsory  membership  is  comparatively  rare— the 
predominant  type  is  a  voluntary  organization.  Associa- 
tions of  all  three  types  include  occasional  plans  which 
require  all  employees  to  join— such  as  the  plans  of  the 
American  Rolling  Mill,  under  Type  I;  Calumet  and 
Hecla  Mmmg  Company,  under  Type  II;  John  Deere 
Plow  Works,  under  Type  III.  A  compromise  with  com- 
pulsory membership  is  seen  in  the  instances  where  em- 
ployers require  membership  in  the  benefit  association  in 
order  that  the  employee  may  be  eligible  for  a  pension 
or  for  group  insurance. 

Exclusions  from     membership    discriminate    against 
colored  employees,  females,  married  females,  those  under 
or  above  a  stated  salary,  those  holding  positions  outside 
ot    specified  departments,  or  holding  positions  of  rank  of 
foreman  or  executive,  those  below  or  above  certain  ages 
those  who  fail  to  pass  a  medical  examination,  those  who 
join  a  labor  organization,  those  who  live  outside  certain 
geographical    boundaries,    those   who   have   been    found 
guilty  of  misconduct,  and  those  who  have  not  been  in 
service  a  stated  length  of  time. 

Age  limits  and  health  examinations  are  the  two  most 
common  requirements.  Both  are  necessary  safeguards, 
except  in  the  case  of  accident  benefits.  A  minimum  age 
limit  is  less  often  necessary  for  the  limitation  of  the  em- 
ployment age  often  cares  for  this  automatically.  But  in 
the  case  of  voluntary  organizations,  the  tendency  to  slip 
over  the  younger  years,  and  join  when  the  liklihood  of 
needing  benefits  increases,  is  generally  taken  into  account 
—either  by  ineligibility,  higher  rates,  or  lower  benefits. 
Medical  examination  is  often  covered  by  the  regular 
examination  made  by  the  company.    Some  organizations 
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have  their  own  staff  physicians,  some  use  the  company 
staflF,  others  make  arrangements  with  outside  physicians. 
Where  benefits  are  small,  and  there  is  no  provision  for 
death,  examinations  are  often  done  away  with.  In  the 
case  of  the  Portland  Railway,  Light  &  Power  Company, 
those  rejected  by  the  examining  physicians  may  pay  a 
percentage  of  the  dues  and  be  eligible  only  for  accident 
benefits.  The  medical  examination,  besides  eliminating 
obvious  risks,  is  a  valuable  aid— socially  and  financially, 
in  arresting  incipient  cases  of  disease. 

Length  of  service  requirements  are  less  often  found 
in  membership  clauses  than  in  benefit  clauses.  The  usual 
practice  is  to  join  at  once,  but  a  stated  time  of  member- 
ship is  generally  required  for  eligibility  to  benefits.  This 
time  varies  from  two  weeks  to  six  months  for  disability 
benefits,  and  up  to  a  number  of  years  for  death  benefits. 
Such  a  waiting  period  either  before  or  after  is  a  neces- 
sary safeguard— where  it  has  not  been  required,  such 
cases  have  been  discovered  as  that  of  a  man  hastening  to 
join  after  planning  to  undergo  an  operation. 

Withdrawals 

The  most  common  provision  for  withdrawal  is  leav- 
ing the  employ  of  the  company.  Where  membership  is 
allowed  after  departure,  special  provisions  are  noted  on 
the  charts,  e.g.  increased  dues,  residence  requirements,  etc. 
Such  provisions  are  found  usually  in  independent  asso- 
ciations like  the  Pennsylvania  Railroad  System  Mutual 
Benefit  Association,  Incorporated.  Allowances  of  this  na- 
ture obviate  one  of  the  outstanding  good  features  of  the 
benefit  association  in  the  minds  of  some  employers— the 
additional  incentive  to  "stick  to  the  job"  which  the 
promise  of  death  benefits  holds,  and  the  resulting  reduc- 
tion of  labor  turnover. 

Invariably  there  are  found  provisions  for  expulsion 
when  a  member  is  found  guilty  of  fraud  or  attempt  at 
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fraud.  Cases  of  malingering  and  fraudulent  claims  are 
always  possible  and  so  careful  supervision  is  necessary. 
Associations  often  include  as  cause  for  expulsion,  viola- 
tion of  company  rules,  immoral  or  improper  conduct, 
arrears  in  payment  of  dues  for  a  stated  period,  joining 
a  labor  organization,  disability  for  a  certain  maximum 
period  and  moving  out  of  the  jurisdiction  of  the  company, 
(geographical  limits). 

Membership  Classes 

Membership  is  often  divided  into  classes,  to  provide 
an  elastic  and  equitable  scheme  of  compensation.  Such 
classes  are  determined  by  age,  wages,  sex,  marriage,  oc- 
cupation, physical  condition,  length  of  service,  and 
amount  of  insurance  desired.  Such  division  into  classes, 
and  flexible  schedules  of  dues  for  each,  are  a  right  step 
in  placing  the  mutual  benefit  association  upon  a  sound 
actuarial  basis. 

Dues 

On  general  principles,  dues  are  considered  most 
satisfactory  when  high  enough  to  avoid  too  frequent  as- 
sessments. When  high  enough  to  carry  the  usual  load, 
any  surplus  that  accumulates  may  be  returned  as  divi- 
dends, in  the  form  of  decreased  or  suspended  dues.  The 
latter  methods  are  found  much  more  satisfactory  than  the 
schedule  of  special  and  emergency  assessments. 

New  associations  often  charge  an  initiation  fee,  to  in- 
crease the  fund  as  much  as  possible,  but  the  matter  of 
an  initiation  fee  is  not  a  subject  for  the  new  association 
alone— practice  varies  among  old  and  new,  in  about 
50-50  ratio.  The  initiation  fee  is  usuallv  from  two  to 
five  times  the  monthly  dues.  Some  associations,  like  that 
of  the  White  Sewing  Machine  Company,  charge  a  triple 
fee  for  reinstatement. 

The  dues  paid  per  week,  besides  varying  with  the 
various  classes  maintained  and  benefits  paid,  depend  also 
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upon  the  contribution  of  the  company.  Among  self- 
supporting  associations,  the  monthly  dues  per  member 
run  generally  between  25  and  50  cents.  With  the  grow- 
ing practice  of  company  contributions,  and  accumulating 
surpluses  in  association  treasuries,  dues  tend  to  decrease, 
while  benefits  increase.  A  common  method  of  fixing  dues 
is  that  of  charging  a  fixed  percentage  of  salary — V/i 
per  cent  monthly  in  the  case  of  the  Portland  Railway, 
Light  &  Power  Company  and  the  Twin  City  Company; 
1  per  cent  plus  2  cents  weekly  in  the  case  of  the  Pilgrim 
Steam  Laundry  Company,  etc. — And  for  the  benefits 
there  is  another  fixed  percentage  of  the  salary — in  the 
three  cases  mentioned  these  are,  half,  three-quarters, 
and  from  one-third  to  full  salary,  respectively. 

Where  the  association  maintains  an  elaborate  schedule 
of  benefits,  a  schedule  of  actuarial  rates  becomes  neces- 
sary, as  in  the  case  of  the  Pennsylvania  Railroad  organ- 
ization, or  L.  S.  Ayres  &  Company's  Association.  There 
is  generally  a  limit  in  any  case  to  the  amount  of  benefits 
receivable — as  in  the  last  mentioned  association,  which 
limits  the  total  benefits  to  75  per  cent  of  a  member's 
salary.  Monthly  payment  of  dues  is  most  common,  semi- 
monthly  in  many   cases,  and  sometimes  weekly. 

In  one  case,  there  is  a  "membership  fee"  which  prop- 
erly belongs  to  the  class  of  initiation  fees,  as  there  are  sep- 
arate dues  of  20  cents  weekly.  This  fee  is  40  cents  for 
the  first  fourteen  weeks,  instead  of  the  usual  20.  How- 
ever this  is  used  as  an  incentive  to  the  employee  to  join 
immediately  after  being  hired,  for  it  is  waived  if  he  joins 
the  association  within  a  month  after  entering  the  com- 
pany's service. 

Special  Assessments 


Special  assessments  are  payments  made  regardless  of 
dues  to  maintain  or  increase  the  funds.  There  are  two 
kinds  of  special  assessments: 
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1.  Rei^ular  special  assessments.  These  are  provided 
for: 

(a)  At  stated  intervals,  as  in  the  case  of  the  Port- 
land Railway,  Light  &  Power  Company,  which  has  a 
regular  special  assessment  of  50  cents  twice  a  year,  or 

(b)  Upon  the  death  of  a  member,  his  wife,  or  child. 
This  form  is  very  common— as  in  case  of  the  Michigan 
Bolt  &  Nnt  Works  which  charges  50  cents  asscssnient 
for  member's  death,  and  25  cents  for  that  of  member's 
wife. 

2.  Special  assessments  "zvheii  needed."  l^iese  are 
emergency  assessments,  resorted  to  when  there  is  a 
special  drain  on  the  fund,  or  when  the  fund  falls  below 
a  stated  amount.  Special  assessments  are  usually  pro- 
vided for  as  in  Wickwire  Brothers,  Inc.  Employee's 
Aid  Association— ($1  when  necessary).  Extra  assess- 
ments of  this  kind  are  sometimes  limited,  as  in  the 
Carborundum  Company  Sick  Benefit  and  Funeral  Asso- 
ciation—(up    to  25   cents    monthly,    when    needed.) 

The  common  method  of  avoiding  emergency  assess- 
ments is  to  maintain  dues  high  enough  to  establish  a  sur- 
plus; and  when  the  fund  reaches  a  certain  high  limit, 
dues  are  either  reduced  or  suspended  until  the  fund  sinks 
to  a  certain  low  limit,  whereupon  regular  payment  of  full 
dues  is  restored.  This  is  seen  in  such  associations  as  that 
of  Bethlehem  Steel  Company,  whose  high  and  low  limits 
are  $16,000  and  $6,000,  respectively.  Dues  are  sus- 
pended when  the  fund  reaches  the  high  limit,  and  an 
additional  safeguard  is  provided  in  the  way  of  extra 
assessments  in  case  the  fund  falls  below  the  low  limit. 
Other  charges  to  employees  are  seen  in  the  case  of 
Belle  City  Malleable  Iron  Company  Benevolent  Associa- 
tion, which  charges  a  fine  of  25  cents  for  not  attending  an 
annual  meeting.  The  Calumet  &  Ilccla  Mining  Company 
niaintains  a  small  charge  for  the  use  of  the  hospital  pro- 
vided by  the  compan> .  The  Hardwick  &  Magee  Com- 
l)any  Yearly  Beneficial  Association  charges  1  cent  per 
member  for  the  expenses  of  meetings  and  committees. 
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This  is  closely  connected  with  the  type  of  organiza- 
tion. In  company-administered  associations,  the  general 
practice  is  payroll  deductions.  This  is  the  most  common 
method  in  all  three  types.  In  employee-administered  as- 
sociations, payments  are  often  made  directly  to  the  of- 
ficers. The  collection  may  be  handled  by  "collectors" — 
(The  Belle  City  Malleable  Iron  Company  Association 
elects  seven  annually) — by  ''receivers" — (The  Hardwick 
&  Magee  Company  Association  elects  seven  annually)  or 
some  such  committee  device.  Among  the  jointly  run 
associations,  there  is  often  the  option  of  a  payroll  deduc- 
tion, or  paying  to  the  company  treasurer  within  a  certain 
time  of  pay  day. 

Administration 

When  employees  administer  the  benefit  association 
without  interference  of  the  company  they  often  seek  the 
unofficial  aid  or  advice  of  the  latter.  For  instance,  the 
advice  of  the  company  may  be  even  required  by  the  asso- 
ciation's constitution  before  funds  are  invested — as  in  the 
case  of  the  Twin  City  Company.  This  advice  is  usually 
available  in  any  case,  especially  where  there  is  an  active 
head  of  the  personnel  department.  The  dangers  that  lie 
in  allowing  employees  to  run  their  association  before  they 
have  sufficiently  mastered  the  requirements  and  principles 
involved  are  apparent:  First,  officers  must  be  competent 
enough  to  sell  the  insurance  to  the  men;  second,  they 
must  be  able  to  manage  afifairs  on  a  business  basis.  The 
most  eflFective  association  is  likely  to  be  one  administered 
by  the  employees,  assisted  and  guided  by  a  few  experi- 
enced representatives  of  the  company. 

Type  I.  Associations  Administered  by  Employees 

A.  The  form  of  this  type  is  in  some  cases  an  indepen- 
dent corporation,  like  the  Pennsylvania  Railroad  System 
Association.    With  its  own  officers  and  staff,  it  is  free  to 
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carry  on  it's  work  as  it  sees  fit,  within  the  limits  of  its 
constitution  and  the  requirements  of  the  state  insurance 
laws. 

B.  There  is  a  second  type,  which  is  a  subdivision  of 
the  employee's  organization.  This  is  seen  in  such  cases 
as  the  Relief  Association  of  the  Louisville  Railwav  Com- 
pany, now  a  part  of  the  Employees'  Cooperative  Welfare 
Association.  It  will  generally  be  found  in  these  case«; 
that  the  relief  organization  antedates  the  employee's  as- 
sociation, and  that  when  the  latter  is  formed,  it'  absorbs 
the  other. 

C.  A  type  developing  in  the  larger  industrial  centers 
IS  that  of  the  Flint  Vehicle  Factories,  which  includes  the 
employees  of  some  twelve  cooperating  organizations.  It 
is  administered  by  a  board  of  elected  representatives 
from  each  factory,  and  enjoys  the  increased  power  and 
scope  of  its  larger  facilities. 

D.  The  usual  type  of  employee-administered  associa- 
tion has  at  Its  head  a  governing  board,  (from  five  to 
twenty  termed  "Board  of  Directors,"  "Board  of  Trustees  " 

board  of  Managers,"  ''Executive  Board"  etc  It  may 
or  may  not  include  the  officers  of  the  association,  but 
where  it  does,  the  elected  officers  are  also  the  officers 
of  the  board.  This  is  the  board  that  determines  dis- 
position of  funds  and  general  policy  not  already  deter- 
mined by  the  constitution. 

Officers 

The  officers  elected  are :  president,  vice-president 
(sometimes  as  many  as  four),  secretary  (sometimes  di- 
vided into  recording  and  financial),  treasurer,  and  such 
additional  officers  as  collectors,  receivers,  auditors,  in- 
spectors, actuaries,  medical  directors,  and  various  assis- 
tants. The  term  of  office  is  generally  for  one  year,  while 
that  of  the  governing  board  is  usually  longer— two  or 
three  years,— often  with  provisions  for  annual  election  of 
one  or  two  members,  to  allow  for  gradual  change  in  the 
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board.    Officers  that  collect,  handle,  or  disburse  funds  are 
usually  bonded,  from  $100  to  $10,000. 

An  actuary  is  elected  or  appointed  by  some  associa- 
tions— such  as  in  the  Dodge  Manufacturing  Company 
Relief  Association,  one  of  the  most  efficiently  organized 
and  successful  organizations.  Here  an  actuary  is  elected 
by  the  association's  board  of  directors,  to  "keep  informed 
on  all  actuarial  matters  of  interest  to  the  association,  and 
exchange  actuarial  information  with  similar  officers  of  the 
associations   for  the  general  good   of  this   association." 

Committees 

The  Sick  \  isiting  Committee  is  found  in  all  associa- 
tions that  do  not  have  an  officer  detailed  to  this  work. 
A  Finance  Committee  is  usually  appointed  or  elected. 
An  Auditing  Committee,  or  perhaps  an  auditor  is  either 
chosen  as  a  regular  officer  or  standing  committee,  or  is 
called  in  at  stated  intervals  for  an  audit  of  the  books. 
A  Membership  Committee  is  often  established  to  pass 
upon  entrances.  Burial  Committees  sometimes  are  dele- 
gated for  that  particular  function.  By-laws  and  Elec- 
tions Committees  are  named  for  those  respective  tasks. 
Social  activities  conducted  by  the  association  are  under 
the  supervision  of  committees  on  Club  House,  Entertain- 
ment, etc. 

Remuneration 

When  the  administration  of  the  association  falls  upon 
the  members,  a  considerable  amount  of  time  must  neces- 
sarily be  devoted  to  its  affairs.  Whether  remuneration 
for  such  time  is  allowed  depends  largely  on  whether  the 
company  permits  such  services  to  be  conducted  on  com- 
pany time.  Most  of  the  plans  do  not  specify  on  this 
point,  and  practice  varies  largely.  The  usual  custom  is 
to  allow  those  officers  who  are  called  upon  to  do  most 
of  the  administrative  work  a  nominal  yearly  salary.  The 
White  Sewing  Machine  Company  Association  pays  its 
secretary  and  treasurer    $25  a  year,    the    Carborundum 
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Company  Association  pays  its  president,  secretary  and 
treasurer  $100,  and  its  Sick  Committee  inspectors  $25  a 
year,  the  Massey-Harris  Company  pays  its  secretary  and 
treasurer  $25  a  year. 

A  wise  safeguard  is  found  in  £ome  plans,  as  in  the 
Twin  City  Company  Association,  which  Hmits  all  admin- 
istration expenses  to  a  maximum  of  8  per  cent  of  the  in- 
come. 

Type  II.  Associations  Administered  Jointly  by  Com- 
pany AND  Employees 

A.  Under  this  type  we  have  the  widest  variations, 
there  being  no  evident  concurrence  in  the  plans  as  to  the 
extent  of  participation.  Each  plan  is  apparently  adapted  to 
individual  circumstance.  In  the  case  of  organization  with 
subsidiaries  or  branches,  as  the  General  Electric  Com- 
pany, the  plan  is  to  allow  self-government  within  the  in- 
dividual sections,  while  the  company  appoints  the  general 
chairman  and  other  general  officers. 

B.  In  a  large  number  of  cases  participation  of  em- 
ployees and  company  is  divided  by  having  a  certain  num- 
ber of  members  of  the  governing  board  appointed  by  the 
company,  and  a  certain  number  elected  by  the  employees. 
The  officers  are  usually  elected  with  the  exception  of  one 
or  two  who  are  appointed  by  the  company.  For  instance, 
the  Columbus  Railway,  Power  &  Light  Company  Asso- 
ciation has  a  Board  of  Trustees — seven  elected  annually 
by  the  employees,  and  seven  named  by  the  president 
of  the  company.  The  president  and  treasurer  are  ap- 
pointed by  the  Board  of  Directors  of  the  company,  and 
the  vice-president  and  secretary  are  elected  by  the 
trustees  of  the  Association. 

C.  In  probably  the  largest  number  of  plans  under 
this  jointly-administered  type,  the  administration  rests 
largely  with  the  employees,  and  the  management  is 
represented  by  some  officer  such  as  the  personnel  direc- 
tor, or  the   treasurer  of   the  company.     For  instance, 
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L.  S.  Ayres  &  Company  Association  chooses  its  own 
Board  of  Directors  every  two  years,  and  its  officers 
annually,  with  the  exception  of  the  financial  secretary, 
who  is  the  paymaster  of  the  company,  and  the  treasurer, 
who  is  the  secretary  of  the  company. 

D.  One  type  of  plan  jointly  administered  has  the 
balance  of  administration  on  the  company's  side.  For 
example,  the  Mutual  Benefit  Society  of  a  certain  manu- 
facturer of  agricultural  implements  has  a  Board  of  Trus- 
tees composed  of  the  superintendent,  master  mechanic, 
and  foremen  in  eleven  departments.  The  president, 
vice-president,  and  secretary  are  elected  annually  by  the 
members  of  the  Board  of  Trustees.  The  treasurer  is 
appointed  by  the  company. 

E.  A  type  not  very  common  is  that  run  by  a  small 
committee.  The  Calumet  &  Hecla  Mining  Company  plan 
is  administered  by  a  committee  of  five:  the  mine  physi- 
cian, one  official  appointed  by  the  company,  and  three 
employees  elected  by  the  members  annually. 

Remuneration  of  officers  under  Type  II  is  seldom 
provided,  and  is  unnecessary,  as  a  rule,  since  the  repre- 
sentatives of  the  company  have  charge  of  the  bulk  of  the 
work. 

Type  III.  Associations  Administered  by  Company 

When  the  company  administers  the  benefit  associa- 
tion alone,  the  administration  is  quite  simple.  Either  the 
personnel  director  with  necessary  assistance  has  charge, 
or  the  company  appoints  a  committee  for  this  purpose. 
The  contribution  of  the  company  toward  the  costs  of 
benefit  associations  of  this  type  is  much  higher  than  in  the 
associations  not  controlled  by  the  company.  Many  of 
them  are  supported  entirely  by  the  company,  e.g.  Hood 
Rubber  Company  and  Western  Union  Telegraph  Com- 
pany associations.  The  John  Deere  Plow  Works  pays 
75  per  cent  of  the  costs  of  the  association ;  the  employ- 
ees pay  dues  of  25  and  50  cents  monthly,  according  to 
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wages.  However,  in  plans  such  as  that  of  the  Perth  Am- 
boy  Dry  Dock  Company  and  the  Bourne- Fuller  Com- 
pany, the  employees  pay  all  costs  themselves. 

Funds 
A.     How  Invested 

The  majority  of  provisions  for  disposition  of  funds  of 
benefit  associations  state  that  they  must  be  deposited  in  a 
bank,  usually  to  be  designated  by  the  governing  board. 
Some  cases  provide  for  investment  in  securities,  building 
and  loan  associations,  stock  of  the  company,  loans  to 
members,  and  some  to  be  deposited  with  the  company 
In  this  last  case,  interest  is  often  allowed.  The  Western 
Union  Telegraph  Company  allows  4  per  cent  interest 
on   the  association   funds. 

B.     Contribution  of  Company 

The  type  of  administration  is  no  indication  of  the 
source  of  the  funds.  Under  Type  I,  for  example,  the 
Pilgrim  Steam  Laundry  Company  contributes  a  sum  equal 
to  the  amount  of  dues  collected  from  the  employees,  as 
does  the  Craddock  Terry  Company  and  many  others 
under  Type  II. 

Company  contributions  may  be  made  as  dues,  a  part 
of  dues,  a  supplement  to  dues  or  in  other  forms.  Com- 
panies often  pay  the  initial  organization  expenses — the 
Western  Union  Telegraph  Company  spent  $1,000,000  for 
organization  of  its  benefit  association.  Companies  very 
often  help  by  allowing  time  oflf  for  employees  to  carry 
on  the  administration,  and  maintain  headquarters,  pav- 
ing the  overhead  expenses,  as  does  the  Columbus  Rail- 
way, Power  &  Light  Company. 

A  common  form  of  assisting  the  benefit  association 
without  contributing  to  dues,  is  by  adding  to  the  benefits. 
When  this  method  is  followed,  the  additional  benefits  are 
usuallv  in  the  form  of  a  bonus  for  length  of  service ;  The 
Philadelphia  Electric  Company  adds  25  per  cent  to  the 
death  benefits  of  employees  who  have  been  in  service  five 
vears. 
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It  is  naturally  the  aim  of  the  administrators  of  the 
fund  to  maintain  as  stable  a  surplus  as  possible.  This 
is  generally  done  by  provisions  for  high  and  low  limits — 
extra  assessments  when  the  fund  is  below  the  low  limit. 
In  some  cases  guarantee  of  payment  of  any  deficit  is  made 
by  the  company,  as  in  the  case  of  the  Twin  City  Com- 
pany. This  guarantee  by  the  company  tends  to  give  the 
employee  an  added  insurance  covering  the  safety  of  his 
investment.  Apparently  such  backing  has  not  been  a  poor 
policy — in  fact  there  is  not  a  case  disclosed  in  this  in- 
vestigation where  the  employer  considered  the  benefit 
association  as  other  than  a  desirable  thing  for  the  estab- 
lishment. The  tributes  are  many — the  records  of  success- 
ful organizations  are  plentiful. 

D.    Separate  Funds 

A  form  of  fund  which  is  not  very  common  is  that  of 
the  National  Blank  Book  Company,  which  maintains 
three  distinct  funds:  1.  the  benefit  fund,  consisting  of  all 
dues  paid  in;  2.  the  expense  fund,  consisting  of  special 
assessments  levied  when  needed ;  3.  the  emergency  fund, 
comprising  all  net  profits  from  concerts,  picnics,  and 
other  entertainments  given  to  aid  the  association.  The 
first  two  funds  are  never  used  except  for  the  purpose 
stated,  but  the  third  fund  is  available  for  either  of  the 
first  two,  as  needed.  Entertainment  is  used  in  an  number 
of  associations  to  raise  extra  funds.  The  Hardwick  & 
Magee  Company  allows  its  Entertainment  Committee  10 
per  cent  of  the  profits  of  such  aflFairs. 

E.     Yearly  Beneficial  Association 

A  form  found  in  several  cases  is  the  ''Yearly  Benefi- 
cial Association,"  which  forms  a  new  association  every 
year.  It  closes  its  membership  at  the  start,  and  then  de- 
clares a  dividend  on  dissolution  at  the  end  of  the  year, 
as  in  the  case  of  the  Hardwick  &  Magee  Company. 
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F.     How  Surplus  Is  Used 

Another  form  of  disposing  of  surplus  funds  is  seen 
in  the  plan  of  the  United  Traction  &  Electric  Company 
Association.— The  Trustees  may  use  the  surplus : 

1.  To  pay  partial  henefits  for  partial  disahility 

2.  To  increase  regular  benefits,  or 

3.  To  diminish  dues. 

An  uncommon  method  of  distributing  surplus  funds 
is  found  in  the  plan  of  the  Bethlehem  Steel  Company 
Association,  which  allows  by  a  majority  vote  of  the  asso- 
ciation, donations  of  cash  to  charitable  institutions  whose 
gratuitous  services  are  given  to  the  members  of  the  asso- 
ciation. 

G,     Reinsurance 

A  method  coming  more  into  vogue  at  the  present  time 
is  that  followed  by  the  Chapman  Valve  Manufacturing 
Company,  of  reinsuring  in  an  established  insurance  com- 
pany. In  this  company  dues  are  uniformly  25  cents  a 
week,  the  only  requirement  being  a  physical  examination. 
Benefits  are  more  liberal  than  the  average. 

Benefiis 
Eligibility 

WHO  IS  ELIGIBLE 

Many  associations  allow  benefits  not  only  for  a  mem- 
ber but  for  his  wife,  children,  and  even  dependent 
parents.  The  Bethlehem  Steel  Company  Association 
includes  all  four  classes. 

LENGTH    OF    MEMBERSHIP   REQUIRED 

An  eligibility  clause  is  found  in  more  than  half  of  the 
plans  restricting  benefits  only  to  those  who  have  been 
members,  of  who  have  been  in  the  service  of  the  company 
for  a  stated  period.  The  Flint  Vehicle  Factories  Associ- 
ation requires  membership  of  three  weeks  to  entitle  one 
to  disability  benefits,  and  membership  for  three  months 
for  eligibility  to  death  benefits. 
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As  an  additional  safeguard,  aimed  against  the  sup- 
port of  persons  having  only  a  minor  illness  or  none,  a 
waiting  period  clause  is  inserted  in  most  plans.  This  re- 
rpiircs  that  a  member  must  be  out  sick  for  a  minimum 
period  before  he  can  be  eligible  for  benefits.  The  usual 
waiting  period  is  one  week.  In  some  plans,  as  in  that  of 
the  Carborundum  Company  Association,  if  the  member 
is  out  five  weeks,  he  is  paid  for  the  first  week  also.  The 
American  Rolling  Mill  requires  a  waiting  period  of  one 
week,  and  as  an  additional  safeguard,  delays  any  pay- 
ment of  benefits  for  four  weeks. 

Notification 
A  distinct  limit  is  often  specified  as  to  the  time  in 
which  an  employee  may  notify  the  association  of  his  dis- 
ability. The  Bethlehem  Steel  Company  Association  re- 
quires notification  by  mail  to  the  secretary  within  seven 
days.  Many  associations  provide  postal  card  forms  for 
notification,  often  supplying  these  with  the  copies  of  the 
association  constitution  and  by-laws.  When  it  is  impos- 
sible to  have  the  patient  visited  by  the  association  physi- 
cian or  the  visiting  committee,  a  certificate  is  usually  re- 
quired from  the  attending  physician,  as  in  the  Pilgrim 
Steam  Laundry  Association.  Constant  and  systematic 
follow-up  eliminates  the  malingerer.  The  Sick  Visiting 
Committee  of  employees  is  generally  very  eflfective  in 
checking  this  evil. 

Effect  of  State  Compensation 
The  dove-tailing  of  the  mutual  benefit  association 
benefits  with  state  compensation  is  usually  clearly  stated 
in  the  plans.  Where  the  employee  pays  all  costs  of  the 
benefits,  those  benefits  are  commonly  paid  regardless  of 
any  other  compensation,  as  in  the  Swift  &  Company  As- 
sociation. Where  this  is  not  intended,  it  is  stated,  as  in 
the  case  of  the  Twin  City  Company,  where  the  amount 
of  state  compensation  awarded  is  deducted  from  benefits. 
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In  the  case  of  the  Craddock-Terry  Association,  receiving 
state  compensation  disqualifies  the  member  from  receiving 
any  benefits.  In  some  plans,  on-duty  accidents  and  deaths 
being  covered  by  state  compensation,  the  benefits  cover 
only  off-duty  accident,  sickness,  and  off-duty  deaths,  all 
of  which  do  not  come  under  the  state  compensation  laws. 
This  is  seen  in  the  plan  of  the  United  Gas  Improvement 
Company. 

Classes  of  Benefits 

Mutual  benefit  association  insurance  may  cover  any 
or  all  of  the  following  features: 
I.     Disability. 

A.  Sickness,  occupational  and  otherwise 

B.  Accident,  on-duty  and  off-duty 

1.  Temporary  disability 

2.  Permanent  partial  disability 

3.  Permanent  total  disability 

C.  Quarantine 
11.     Death 

A.  By  accident,  on-duty  and  off-duty 

B.  By  sickness 

C.  While  on  pension 

III.     Birth  of  children  in  member's  family. 

/.     Disability 

The  majority  of  plans  do  not  differentiate  between 
disability  due  to  sickness  or  to  accident.  Where 
there  is  only  one  class  of  membership,  the  rate  of  benefit 
is  stated,  as  in  the  plan  of  the  Walter  M.  Lowney  Com- 
pany Association, — $6.50  a  week,  maximum  twenty-six 
weeks  in  one  year.  The  rate  is  invariably  specified  as 
only  over  a  stated  period — usually  half  a  year.  Some 
plans,  as  that  of  the  Carborundum  Company,  specify  a 
certain  amount — $8  for  a  first  period,  thirteen  weeks, 
and  then  a  second  period,  also  thirteen  weeks,  with  half 
benefits.  The  Massey-Harris  Company  Association  of- 
fers $4  for  accidents  in  the  shop,  provided  they  have 
been  reported  to  first  aid.    The  Calumet  &  Hecla  Min- 
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ing  Company  also  advances  $1  a  day  during  the  state 
compensation  waiting  period. 

Free  medical  services  are  often  provided  disabled 
members  as  by  the  Portland  Railway,  Light  &  Power 
Company  Association ;  or  sometimes  only  in  case  of  acci- 
dent, as  by  the  Philadelphia  Electric  Company  Associa- 
tion. 

Few  plans  allow  for  permanent  disabilities,  these 
being  taken  care  of  by  state  compensation.  Notable  in 
this  respect  is  the  Swift  &  Company  Association  plan — 
paying  benefits  for  permanent  disability  from  $400  to 
$3200,  according  to  the  class  of  membership  and  the  loss 
sustained. 

Operation  fees  are  allowed  by  some  associations — as  in 
case  of  the  John  Deere  Plow  Works.  Specialists'  fees 
are  sometimes  allowed — as  by  the  Portland  Railway, 
Light  &  Power  Company.  Hospital  accommodations  are 
provided  by  some — the  Calumet  &  Hecla  Mining  Com- 
pany provides  this,  and  makes  a  small  charge. 

RESTRICTION   ON    MEMBERS   RECEIVING   BENEFITS 

Members  receiving  benefits  are  bound  by  various  rules, 
among  which  are  the  following:  reporting  to  the  asso- 
ciation physician  if  possible;  not  leaving  house  after 
sun-down ;  not  moving  or  leaving  the  specified  geo- 
graphical limits;  not  engaging  in  any  gainful  occupa- 
tion ;  examination  by  the  Visiting  Committee,  physician 
or  certificate  from  attending  physician  or  nurse;  not 
engaging  in  improper  conduct,  gambling,  fighting,  bring- 
ing suit  against  company;  violation  of  rules. 

//.     Death 

Death  benefits  consist  of  a  stated  sum  varying  from 
S30  to  $3,200.  This  is  usually  paid  at  once,  on  proof  of 
death,  to  the  nearest  relative,  or  a  designated  beneficiary. 
In  some  plans,  a  special  death  assessment  is  collected,  as  in 
the  Philadelphia  Electric  Company  x^ssociation — 50  cents 
from  every  member,  not  to  exceed  $500.  In  this  case, 
the  fund  also  gives  one -fifth  of  the  amount  so  collected. 
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and  the  company  contributes  $250  if  in  service  five  years, 
with  an  additional  $100  for  every  year  over  five,  up  to 
S500. 

W  ivcs  of  nicnihers  are  often  insured  for  a  less  amount 
than  the  member— likewise  cliiUhen  and  dependent 
parents.  Bethlehem  Steel  Company  Association  gives 
$100  for  death  of  a  member,  $50  for  death  of  member's 
wife,  ^25  for  death  of  a  child  under  sixteen,  and  $50 
for   death   of   a   dependent   parent. 

Death  benefits  often  vary  according  to  the  date  when 
a  member  joined,  as  in  the  New  Jersey  Zinc  Company 
Association.  The  Hartmann  Trunk  Company  provides 
death  benefits  from  $500  to  $1500,  according  to  the  length 
of  service.  Many  associations,  like  that  of  the  General 
Electric  Company  (Schenectady)  provide  for  a  tribute  of 
flowers,  usually  not  exceeding  $5  or  $10. 

///.     Special  Provision  for  Birth  Benefits 

This  class  is  not  common.  The  Craddock-Terry  Com- 
pany Association  provides  birth  benefits  for  children  of 
members— $20  to  $40,  according  to  the  class  of  member- 
ship. 

IV.    Annuities 

An  uncommon  form  of  benefit  is  that  of  an  annuity 
to  superannuated  employees.  The  Cheney  Brothers 
Benefit  Association,  carefully  i)lanned  and  highly  success- 
ful, provides  annuities  to  retired  employees,  based  upon 
actuarial  computations.  In  this  company,  annuities  are 
l)aid  to  members,  as  follows:  men  over  seventy  years  of 
a.c:e  and  women  over  sixty,  who  have  been  contributors  to 
the  fund  for  fifteen  years  and  are  retired  from  active  ser- 
vice with  the  company;  men  over  sixty-five  and  women 
over  fifty-five  who  have  been  contributors  to  the  fund  for 
fifteen  years  and  are  retired  from  active  service  because 
of  incapacity  of  further  work ;  and  men  or  women  of  anv 
age  who  shall  have  been  contributors  to  the   fund   for 
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twenty  years  and  who  shall  have  become  permanently  in- 
capacitated for  further  work  in  the  service  of  the  com- 
pany. 

Amendments  and  Dissolutions 

Type  I 

Under  the  employee-administered  type,  association 
plans  may  usually  be  amended  by  a  majority,  two-third, 
or  three-fourth  vote  of  the  members,  and  dissolved  by  a 
similar  expression.  The  Michigan  Bolt  &  Nut  Works 
Association  requires  the  ratification  of  the  company  be- 
fore dissolution.  The  Twin  City  Company  provides  for 
the  appointment  of  a  receiver  by  the  court.  The  White 
Sewing  Machine  Company  Association  cannot  be  dis- 
solved until  less  than  twenty-five  members  wish  to  con- 
tinue. The  Hardwick  &  Magee  Yearly  Beneficial  Asso- 
ciation provides  each  year  for  dissolution  at  the  end  of 
the  year,  the  1922  plan  being  automatically  dissolved,  and 
a  dividend  declared  on  December  8,  1922. 

Type  II 

The  jointly-administered  type  usually  requires  the  con- 
sent of  both  the  employees  and  company  to  amendments. 
The  United  Traction  &  Electric  Company  requires  a  ma- 
jority vote  of  the  Board  of  Trustees,  a  joint  body.  Dis- 
solution is  even  more  difficult.  There  are  few  provisions 
to  this  efifect,  the  usual  ones  requiring  the  absolute  con- 
sent of  the  company,  as  in  the  Craddock-Terry  Company 
Association.  The  General  Electric  Company,  divided 
into  sections,  requires  a  two-third  vote  of  section  dele- 
gates to  pass  an  amendment,  and  the  unanimous  vote 
of  all  sections  for  dissolution ;  a  section  remaining  while 
there  are  ten  members  in  it  against  dissolution.  The 
Swift  &  Company  Association  cannot  be  dissolved  until 
twenty-one  years  after  the  death  of  the  last  remaining 
survivor  of  the  original  Board  of  Trustees  appointed 
by  the  company. 
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Type  III 


The  company-administered  type  is  obviously  amended 
and  dissolved  at  the  discretion  of  the  company.  The 
Western  Union  Telegraph  Company  Association  stipu- 
lates that  the  committee  of  five  which  administers  the 
body  may  amend,  with  the  consent  of  the  president  of  the 
company. 
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$3.00.  Waiting  period, 
I   week. 

(b)  $Joo. 

W 

w 
>^ 
0 
J 

w 

a 

Directors     desig- 
nate depositary,  or 
investments,      sub- 
ject    to     approval 
of    Company. 
Administration  ex- 
penses   not   to   ex- 
ceed    %%     of     in- 
come. 

Minimum           i  n 
treasury  $2.00  per 
member. 

Company        pays 
deficits;          $1,200 
for  organization. 

Sec.-Treas.     paid. 

Sec.    and    Treas. 
paid    $25.00    year. 

n 

Q 

w 

w 

H 
>—* 

Q 
< 

W 

>* 
H 

Administration 

(a)  Officer.^ 

(b)  Committees 

Board    of    Direc- 
tors,     elected     by 
members — 3     each 
year. 

(a)   Pres.,     Vice- 
pres.,     elected     by 
Directors;        Sec.- 
Treas.    elected    by 
members,     annual- 
ly. 

Executive    Board 
(officers  and  chair- 
men    of     Finance 
and     Relief    Com- 
mittees.) 

(a)  Pres.,    Vice- 
pres.,  Treas.,  Sec, 
elected      annually. 

(b)  Finance,  Re 
lief.    Membership; 
elected. 

CO 

M 

£1 

ij^%    of    salary. 

Extra      assess- 
ments    of     y2     of 
1%,      "in      emer- 
gency." 

Reduction 
of    dues    as    Fund 
increases. 

Maximum    salary 
computed,         $100 
month. 

Initiation      $1.00. 

Reinstate- 
ment       $3.00.       251 
cents    semi-month- 
ly. 

Dues    vary    with 
total    assets. 

1 

,     Eligibility 
(Require- 
ments) 

Physical      ex- 
amination. 

16        to        55 
years  old,  good 
health. 

Company,    Plan    ane 

Date  Established 

Twin    City   Company 
[Minneapolis     Steel 
&    Machinery  Co.] 
(Minneapolis) 
Workers'    Benefit 
Fund 
Jan.,  1917 

White      Sewing      Ma- 
chine   Co. 
(Cleveland) 
Employees'  Mutual 
Benefit   Society 
June,    1878 
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FINANCIAL   INCENTIVES   FOR 


(a) 
Amendments 

(b) 
Dissolution 

(a)    3/4    vote 
01     managers. 

(a)    2/3   vote 
of  members. 

(a)  By    vote 
of  members. 

(b)  When 
less     than      10 
wish     to     con- 
tinue. 

Benefits 

(a)  Accident  and 

Sickness 

(b)  Death 

(a)  Medical  services, 
dru^s,     etc.;     Yi    pay, 
maximum    i    yr.;    spe- 
cialist's    fee,     up     to 
$150. 

(b)  Funeral    expens- 
es,  maximum    $250. 

(a)  $6    week.    Maxi- 
mum  39  weeks.  Wait- 
ing  period    i    week.    4 
weeks       before       pay- 
ment. 

(b)  $100     plus     $10 
for   each   year's  mem- 
bership,    up    to     $150 
total. 

(a)  $2.00  day,  max- 
imum one  case,  13 
weeks,  26  weeks  in 
year  (for  sickness,  ac- 
cident or  quarantine). 
Waiting  period  3 
days. 

(b)  $400. 

(Joining  after  45— 
10%  less  than  above 
schedule;  after  50 — 
20%  less;  after  55 — 
30%    less.) 

State  compensation 
deducted. 

Q 

Fund  kept  above 
$6,000. 

Minimum  reserve 
$3,500. 

Funds     deposited 
in       bank.        Divi- 
dends declared,  or 
dues           remitted, 
when    "safe  to  do 

80." 

Administration 

(a)  Officers 

(b)  Committees 

Board  of  15 
Managers,  electee!. 
Executive  Com. 
of  s  (3  officers 
and    2    others) 

(a)  Pres.,  Vice- 
pres..  Sec,  Treas.; 
elected    annually. 

Board    of    0    Di- 
rectors,        elected 
for   3  years, 
(a)      Pres.,     Vice- 
pres.,    Sec.-Treas., 
Treas..  Asst.  Sec; 
appointed    by    Di- 
rectors. 

(b)  Club,  Burial, 
Finance. 

(a)  Pres.,    Vice- 
pres..  Sec,  Treas., 
.Actuary,    6    Direc- 
tors.     (Sec.      and 
.\ctuary         chosen 
by             Directors; 
others   elected   an- 
iinally.) 

(b)  Investigat- 
ing.   Visiting,    Au- 
diting. 

w 

1  ^'2%  of  monthly 
salary.          (If     re- 
jected    by     physi- 
cian, may  pay   1% 
and    receive    acci- 
dent benefits.) 

Initiation    $1.00. 
50  cents  monthly. 

Membership  fee 
40  cents  weekly 
for  first  14  weeks. 
Joining  within  a 
month  of  hiring, 
JO  cents,  as  above. 

Dues  25  cents 
weekly. 

Eligibility 
(Require- 
ments) 

Employees  in 
Light  &  Power 
depts. 

Physical  ex- 
amination. 

None      — 
Compulsory. 

Under    60, 
good       health, 
residence  with- 
in  15  miles  of 
Co. 

CourANY,    Plan    and 
Date  Established 

Portland  Railway, 
Light  &  Power  Co. 
(Portland,  Ore.) 
Employees'     Benefi- 
cial   Asso. 
[Revised     Aug., 
1910] 

American  Rolling  Mill 
Co. 
(Middletown,  0.) 
Armco  Asso. 
July.    1903.      (Re- 
vised 1915) 

New  Jersey  Zinc  Co. 
(Palinertown,  Pa.) 
Mutual  Relief  Asso. 
Sept.,   igao 
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FINANCIAL   INCENTIVES   FOR 


(a) 
Amendments 

(b) 
Dissolution 

(a)     By     2/3 
vote    of    mem- 
bers. 

(a)     By     2/3 
vote    of    mem- 
bers. 

Benefits 

(a)  Accident  and 

Sickness 

(b)  Death 

(a)  Class  A-i,  $65.00 
monthly 

Class  A-A,   $9.00 
week 

Class       A,   $6.00 
week 
Maximum    13    weeks. 
Waiting  period  5  days. 

(b)  Class    A-I,    $125 
Class  A-A,  $75-00 
Class       A,  $60.00 

(a)  $6.50  week,  max- 
imum      26     weeks     in 
year.     Waiting  period 
1    week. 

S 

c> 
U 

1 
in 

w 
w 

c 

> 

Pi 
u 

Q 

Surplus  Jan., 
1922,  $92,500  {21,- 
000  members). 

e 
0 

"> 
0 

a 
0 

Administration 

(a)  Officers 

(b)  Committfes 

Board     of     Trus- 
tees     (representa- 
tives    from      each 
factory       of       co- 
operatnig    compan- 
ies,   elected    for    2 
years). 

(a)  Pres.,    Vice- 
pres.,  Sec,  Treas., 
elected       annually 
by  Trustees,  Pres. 
and           Vice-pres. 
must  be  Trustees. 

(b)  Committees 
appointed  by  Pres. 
as   needed. 

Executive  Board: 
officers        and        3 
others,  elected  an- 
nually. 

(a)      Pres.,     Vice- 
pres.,   Sec.,   Treas. 

(b)          E.xecutive 
Board   acts   as   In- 
vestigating      Com. 

•— 1 

Q 

< 

U 

Hi 

u 

Q 

Class  A-I — Men 
only,  salary  over 
%22,  25  cents 
week. 

Class  A-A.  All, 
salary  over  $15, 
1 5    cents    week. 

Class  A.  All, 
salary  under  $15, 
10  cents  weekly. 

Extra  assess- 
ments  up  to  10% 
a  year  when 
needed. 

% 

-S 

e 

V 

0 

0 

Eligibility 

(REgUIKE- 
MENTS) 

Good  health. 

Approval      of 
Executive 
Board. 

Company,    Plan    and 
Date  Established 

u 

re 

— 
'a 
> 

1^ 

tones 

(Flint,    Mich.) 
Mutual  Benefit  Asso. 
Buick    Motor    Co. 
Champion  Ignition  Co. 
Chevrolet    Motor    Co. 
Dort    Motor    Co. 
Greissell   Bread   Co. 
Imperial      Wheel 

Works, 
Marvel  Carburetor 

Co. 
W.   A.    Paterson   Co., 
Flint  Varnish  &  Color 

Works 
Flint    Printing   Co. 
Armstrong  Spring  Co. 

Walter     M,     Lowney 
Co. 

(Boston) 

Mutual  Benefit  Sec- 
tion     of     Lowney 
Cooperative    Asso. 
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FINANCIAL    INCENTIVES    FOU 


re  5X1  3 

I  6 

(a)        Unani- 
mous   vote    of 
Trustees      and 
approval         of 
Pres.    of    com- 
pany. 

(a)    J   3    vote 
of  officers  andi 
of  Trustees.. 

Benefits 

(a)  Accident  and 

Sickness 

(b)  Death 

(a)  $i.oo  daily,  max- 
imum    2<r,     weeks     in 
year. 

(b)  Funeral    expens- 
es,     maximum      $150 
(Pensioned   employees 
included). 

(a)  $15.00       week, 
maximum    $300,    wait- 
ing period,    i  week. 

(b)  $100. 

[State     Compensation 
deducted.] 

Q 
2 

Company  contrib- 
utes     '4     of     sum 
collected           from 
members,  pays  all 
expenses.         Pres. 
paid       $50      vear; 
Sec.      paid      $120; 
Treas.,  $75;  other 
Trustees           $6.00 
year. 

(No  provision) 

Administration 

(a)  Officers 

(b)  Committees 

Board     of     Trus 
tees    (14—7    elect- 
ed      annually,       7 
chosen     by      Pres. 
of    Company). 

(a)  Pres.,     Vice- 
pres.,   .Sec,   Treas. 
(Pres.    and   Treas. 
a     p  p  0  i   n   t   e  d 
by    Board    of    Di- 
rectors    of     Com- 
pany).     Vice-pres. 
and     Sec.     elected 
by   Trustees. 

(b)  Auditing. 

Board    of    Direc- 
tors. 

(a)  Pres.,    Vice- 
pres.,  Treas.,  Sec. 
Chairman              of 
Board      of      Trus- 
tees; appointed  by 
Board     of     Direc- 
tors   of   Company.! 

(b)  Board       of 
Trustees          (7 — 6; 
members     elected) 
acts    as     Kxamina- 
tion   Committee, 

en 
M 

Initiation     $2.00. 
50   cents   monthly. 

50  cents  monthly. 
Re-inslatement 
after  non-payment 
of  dues,   50  cents. 

Kligibility 
(Require- 
ments) 

18        to        45 
years    old,    sal- 
ary under  $.200 
month,       good 
health,       "per- 
manently" em- 
ployed. 

Physical      ex- 
amination. 

Company,    Plan    and 
Date  Kstablished 

Columbus         Railway, 
Power  &  Light  Co. 
(Columbus,   0.) 
Cooperative    Bene- 
ficial   Asso. 
Nov.,     1921 

Pillsbury   Flour  Mills 
Co. 

(Minneapolii, 
Minn.) 
Benefit  AsfO. 
1920 
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FINANCIAL    INCENTIN  ES    FOR 


<    Q 

1 

(a)    2/i    vote 
of  members. 

(a)    Majority 
vote   of    Trus 
tees. 

1 

w 

Benefits 

(a)  Accident  and 

Sickness 

(b)  Dkatii 

(a)  Free  medical  ser 
vices,     medicine,     etc. 
$7.00   week,   maximum 
10    weeks.         Waiting 
period   i   week,  unless 
out    2    weeks. 

Association    has   own 
medical    staff. 

(b)  $1.00  from  every 
mtinber.     Wife,     $100 
from    fund. 

(a)  F"ree    medical 
services,  medicine,  etc. 
Brotherhood   has   own 
medical    staff.     $10.00 
week.      maximum       16 
weeks.   Waiting  period 
I    week,    unless   out   4 
weeks. 

(b)  $1.00  from  every 
member.        Wife,       25 
cents  from  unmarried 
members.       50       cents 
from    married. 

> 

o 

a. 

C 

< 
> 

a 

Maximum  for  ad 
ministration,  5'  j 
of    monthly    dues. 

Funds  deposited 
in    bank. 

Loans  allowed  on 
death    benefits. 

Funds  deposited 
in    bank. 

.Sec.  paid  $12.00 
year.  Treas.  paid 
$10.00  year. 

2; 

< 

o 
u 

H 

O 

c: 

Administration 

(a)  Officers 

(b)  ("OMMlTTEES 

Board    of     Trus 
tecs;    officers    and 
5    elected    employ 
ees. 

(a)  Pres.,  2  Vice- 
pres.,    elected    an 
nually;      Sec.      ap 
pointed     by     Trus 
t«'e.-.;      Treas. 
(Treas.      of     com- 
pany.) 

(b)  Finance,  Au- 
diting,    Entertain- 
ment, etc. 

Board    of    Trus^ 
tees;    officers    and 
in  elected  employ- 
ees. 

(a)  Pres.     (Gen. 
Mgr.    of    Railway 
Dept.);      4      Vice- 
pres.,   Sec,  Treas. 
(Treas.     of    Com- 
pany.) 

(b)  Auditing, 
Club,  Visiting,  etc! 

75  cents  monthly, 
i'^xtra    assessments 
»f    50   cents   twice 
year. 

Special     as- 
sessments         for 
deaths     —     $1.00 
each. 

I  M    embers 
rejected    by    physi- 

ian  may  pay  dues 
of      1%      monthly 
and     receive    acci 
dent    benefits! 

75  ct;nis  monthly 
—minimum,      t    0 
$1.50.       fixed      bv 
Frustees,      accord 
ing  to  needs  of  as- 
sociation. 

Extra  assess- 
ments      50      cents 
twice  year. 

Special         assess 
ments    for    deaths 
—    $1.00    each 

— 

Eligibility 
(Require- 
ments) 

Employees  in 
Mechanical 
Department, 
physical   exam- 
ination. 

"G  e  n  e  r  a  1 
officers,  operat- 
ing       superin- 
tendents,      in- 
spectors,     mo- 
tormen,       con- 
ductors       and 
brakemen." 

After  3  years, 
inactive     mem- 
b   e    r   s   h    i  p 
alio  w  e  d    at 
leaving       com- 
p  a  n  y  .      with 
only  death 
aenefits. 

Company,    Plan    and 
Datk  Established 

Portland           Railway, 
Light  &  Power  Co. 
(Portland,    Ore.) 
Association           of 
Mechanical      Em- 
ployees, 
r  Revised     1921] 

Brotherhood   of   Elec- 
tric      Railway      Em- 
ployees 
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(a)    $8.00    to    $12.00 
week,      according      to 
length       of       service. 
Maximum      70%       of 
salary    for    26    weeks 
in    year. 

Waiting    period    15 
days. 

(b)    From   $200  for   3 
months'      service,      to 
$1,000   for  5   years. 

(a)  $5.00  week  for  6 
weeks.     Medical     and 
medicine    bills    up    to 
$25.00.            Minimum 
disability    i    week. 

(a)  $2.50  day,  maxi- 
mum $150  year.  Mini- 
mum disability  6  days. 
Only    I    week's    bene- 
fits    for     occupational 
accident    (covered    by 
State  Compensation). 

(b)  Flowers,   provid- 
ed by  chairman. 

Funds 

Company  pays  all 

costs. 

When          fund 
reaches     "about 
$100"      no      dues 
collected. 

Funds     deposited 
;n      bank      chosen 
ay    Trustees. 

Administration 

(a)  Officers 

(b)  Committees 

Service  Manager 
of    Company. 

Dept.  head  passes 
on  claims;  with  2 
assistants,  consti- 
tute Advisory 
Committee  of  De- 
partment. 

By     Trustees     of 
Company. 

Service  Director 
as  Chairman,  5 
Trustees  ( i  from 
each  factory  and 
plant). 

(a)  Vice-chair- 
man and  Secre- 
tary chosen  from 
Trustees. 

w 

Q 

c 
0 

Initiation 

50  cents. 
10   cents   weekly. 

$1.00  monthly. 

Extra  assess- 
ments  up  to  $1.00 
month. 

Eligibility 

(Require 

ments) 

N   0   n    e — (3 
months'        ser- 
vice to  be  elig- 
ible.) 

V 

e 
0 

Physical      ex- 
amination. 
(50%  of  1,600 
employees    are 
members.) 

Company,    Plan    and 
Date  Established 

Hood    Rubber   Co. 
(Watcrtown,  Mass.) 
Jan.    I,    1920 

Perth      Amboy      Dry 
Dock  Co. 
(New   Jersey) 
Employees'        A^'ci- 
dent    Benefit    Asso. 
1901 

The   Bourne-Fuller 
Co. 
(Cleveland) 
Employees'     Benefit 
Asso. 
Sept.,    1920 

CHAPTER  XV 

PENSION  PLANS 

INDLSTKIAL  PENSIONS  SYSTEMS^ 
Essential  Principles 

1.  No  peiLsion  system  should  he  started  without  coni- 
l»ctent  actuarial  guidance.  The  projection  into  a  consider- 
ahle  future  of  the  cost  of  a  pension  .system  is  a  highly 
expert  task,  hased  upon  the  scientific  collection  of  the 
appropriate  data,  the  scientific  analysis  of  those  data  and 
a  wide  acquaintance  with  pension  formulae  and  exper- 
ience. It  is  not  fair  dealing  either  with  the  corporation 
or  with  its  employees  not  to  forecast,  in  such  an  accurate 
manner,  the  cost  of  the  proposed  pension  plan. 

The  management  and  stockholders  of  a  corporation 
are  entitled  to  know  whether  the  corporate  treasury  is  to 
hear  the  whole  or  only  a  portion  of  the  pension  cost,  and 
what  this  cost  will  he  over  a  long  series  of  years.  The 
undertaking  should  be  entered  upon  with  a  realization  of 
the  large  expense  involved.  It  may  be  well  worth  such 
an  expenditure.  But  it  is  unsound  l)usiness  to  inaugurate 
what  will  necessarily  become  in  time  a  very  considerable 
item  in  a  corporation's  budget  with  an  imperfect  knowl- 
edge of  this  fact. 

The  employees  are  entitled  to  a  pension  system  which 
has  set  up  an  actuarial  balance  over  the  years  in  which 
any  one  of  them  can  expect  to  be  afYected.  If  the 
employee  is  required  to  contribute  to  the  pension  system. 
this  is  only  honest.  Even  if  the  pensions  are  apparently 
the  free  gift  of  the  corporation,  and  the  economic  pos- 
sibility of  this  for  a  considerable  period  is  doubtful,  the 
employee  is  entitled  to  look  forward  with  assurance  to 

*  Frcm    a    report    by    the    Industrial    Bureau,    Mtrchants    A.ssociation    of 
New  York,    1920.  covering  a  study  of  one  hundred  and   forty-two  systerns. 
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the  pension   promise.     A  pension  promise   that   is   not 
certain  involves  an   uncertain  morality. 

The  guidance  necessary  thus  properly  to  establish  a 
pension  system  cannot  be  obtained  in  the  corporation's 
own  staff.  The  problem  is  not  a  mere  accounting  one; 
it  is  of  a  far  more  complex  and  scientific  order.  The 
somewhat  unfortunate  experience  in  the  United  States 
in  regard  to  pensions  has  been  due  to  the  superficial  char- 
acter of  the  investigation  which  has  preceded  the  estab- 
lishment of  most  pension  plans, — the  mere  collection  of 
the  rules  of  a  few  previous  plans  framed  after  similar 
superficial  consideration  and  selections  from  them  ar- 
ranged by  persons  unaware  of  the  fundamental  questions 
involved.  Patent  fallacies,  once  started  in  American  pen- 
sion plans,  have  thus  endlessly  perpetuated  themselves. 

2.  One  of  the  fundamental  problems  is  so  essential 
that  it  is  entitled  to  especial  emphasis.  This  is  the  prob- 
lem termed  that  of  the  "accrued  liabilities.''  These  are 
the  liabilities  with  which  a  pension  system  starts  owing 
to  the  previous  service  of  employees  when  there  was  no 
pension  system.  It  is  always  a  heavy  cost.  It  must  al- 
ways be  met  somehow.  The  handling  of  it  properly 
requires  skilful  and  scientific  management,  actuarial 
knowledge  and  pension  experience.  The  directors  of  a 
corporation  can  feel  certain  that  a  proposed  pension  plan 
is  amateurish,  and  therefore  inadequate,  unless  this  prob- 
lem is  exhibited  in  the  clearest  light  and  a  satisfactory 
solution  offered.  No  lucky  event  ever  comes  to  the 
rescue  of  a  pension  system.  Unless  it  starts  right,  by 
careful  thought  beforehand,  it  is  doomed.  The  "accrued 
liabilities"  are  of  the  essence  of  this  forethought. 

3.  The  legal  obligation  laid  upon  the  corporation 
should  be  carefully  considered.  The  corporation  is  quite 
right  in  providing  that  it  reserves  the  right  to  alter  the 
rules,  or  to  free  itself  entirely  from  the  pension  obliga- 
tion. It  should  be  possible  always  to  utilize  experience, 
even  to  the  extent  of  abandoning  the  entire  undertaking. 
But  such  reservations  should  always  be  prospective  only, 


they  should  never  take  effect  retroactively.  To  provide, 
as  is  often  done,  that  the  corporation  may  wind  up  the 
pension  plan  at  any  time  without  fulfilling  the  promises 
already  made,  and  then  to  expect  employees  to  look  for- 
ward with  confidence  and  order  their  lives  upon  the 
strength  of  these  promises,  is  certainly  inconsistent. 
When  the  economic  aspect  of  pensions  is  considered, 
such  retroactive  power  of  revocation  can  hardly  be  con- 
sidered as  moral. 

4.  The  money  of  the  pension  fund  should  be  kept 
entirely  separate  from  all  of  the  other  resources  of  the 
corporation.  The  reasons  for  this  are  sufficiently  obvi- 
ous. It  follows  also  that,  for  similar  reasons,  the  finan- 
cing on  the  part  of  the  corporation  should  take  place  as 
early  in  the  existence  of  the  pension  system  as  is  prac- 
ticable. Where  promises  of  future  financing  take  the 
place  of  present  assets,  such  promises  should  be  of  the 
most  binding  character. 

5.  The  solvency  of  a  pension  fund  is  not  only  de- 
pendent upon  its  original  foundation,  but  also  upon  the 
administration  after  it  is  set  up.  The  interpretation 
of  the  rules  will  always  present  difficulties.  Wise  canons 
of  interpretation  are  not  only  conducive  to  the  effective- 
ness of  the  pension  fund,  but  are  necessary  to  conform 
to  the  original  estimates  and  preserve  the  actuarial  bal- 
ance. Such  canons  have  been  built  up  in  pension  experi- 
ence. The  administration  should  be  aware  of  them.  It 
should  also  be  aware  of  those  slight  indications  of  ec- 
centricity in  the  experience  of  a  pension  fund  which  in- 
dicate years  beforehand  where  modifications  are  neces- 
sary. The  modifications  can  then  be  made;  if  the  indi- 
cations are  unnoticed,  a  time  is  apt  to  arrive  when  bank- 
ruptcy can  only  be  averted  at  a  great  cost. 

This  means,  of  course,  that  a  pension  system  cannot 
be  entrusted  merely  to  clerks.  It  cannot  nominally  be 
administered  by  a  committee  of  high  officials,  fully  occu- 
pied otherwise,  and  assisted  by  clerks.  It  should  be 
administered  by   competent   officials.     It   is   not   sound 
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business  to  save  a  few  thousand  dollars  in  salaries  when 
the  result,  if  the  corporation  is  large  enough,  may  easily 
mean  liabilities  of  many  millions.  The  cost  of  an  ade- 
(juate  administration  should  be  included  in  the  original 
estimates.  If  the  corporation  is  not  large  enough  to  af- 
ford the  expense  of  trained  pension  officials  of  its  own, 
it  should  seek  such  supervisory  assistance  from  other 
cor])orations ;  unskilful  pension  management  is  especially 
dangerous  in  a  corporation  of  limited   resources. 

6.  A  pension  system  is  intended,  as  one  of  its  pri- 
mary objects,  for  the  benefit  of  the  employees  in  relation 
to  their  employment.  It  would  seem  as  if  this  would  be 
more  certain  of  accomplishment  if  the  pension  system 
were  framed  in  cooperation  with  representatives  from 
the  employees  rather  than  solely  by  the  employing  cor- 
|x)ration  itself. 

A  pension  fund  reaches  far  into  the  future.  This  is 
part  of  its  purpose.  A  corporation  should  therefore  be 
verv  patient  in  estimating  its  value.  It  is  es.sentially  one 
of  the  things  which,  if  it  does  exert  a  beneficial  influence 
upon  the  morale  of  the  employing  force,  will  do  so  only 
very  gradually.  l>efore  setting  up  a  pension  system,  a 
corporation  should  be  very  sure  that  it  knows  the  cost 
that  will  thereby  fall  upon  it  for  a  generation,  and  can 
bear  that  cost.  If  it  is  satisfied  as  to  these  things  and 
does  set  up  the  pension  fund,  it  should  give  to  the  fund 
a  generation  to  prove  its  worth.  Pensions  are  not  one  of 
the  things  that  produce  an  early  moral  return.  Your 
committee  believes,  however,  that  for  this  very  reason 
the  return,  when  it  finally  happens,  is  of  a  peculiarly 
high  value. 

T.       SrMMARY    OF    REPORT 

.\n  industrial  old  age  pension  system,  as  its  name 
implies,  is  a  system  of  i)ensioning  superannuated  em- 
plovees  in   private  industry. 

The  industrial  pension  system  may  be  made  compul- 
sory bv  the  state — that  is.  a  state  industrial  pension  sys- 
teni — and  its  cost  be  paid  wholly  by  the  state  or  wholly 


by  the  employer,  or  partly  by  the  state  and  partly  by  the 
employer ;  or  it  may  be  a  system  devised  and  adopted  by 
the  employer  upon  his  own  initiative  and  at  his  discre- 
tion— that  is,  a  private  industrial  pension  system — and  its 
cost  l)e  paid  wholly  by  the  employer  or  partly  by  the 
employer  and  partly  by  the  employees  subject  to  its  ben- 
efits. Although  a  private  industrial  pension  system  pro- 
vides only  for  pensions  to  superannuated  employees, 
nevertheless  many  systems  have  incorporated  in  them  or 
affiliated  with  them  disability  and  other  benefits,  and  are 
operated  in  conjunction  with  mutual  welfare  associations 
of  employees. 

This  report  considers  only  private  industrial  pensions, 
and  does  not  in  any  way  concern  itself  with  state  indus- 
trial pensions,  which,  at  the  present  time,  do  not  exist  in 
any  form  in  this  country,  although  they  have  been  con- 
sidered by  the  legislatures  of  several  industrial  states. 

At  present  there  are  probably  in  this  country  between 
one  hundred  and  fifty  and  two  hundred  private  industrial 
pension  systems,  which,  however,  do  not  include  the 
many  informal  systems  of  employers  whose  general 
policy  it  is  to  pension  or  otherwise  assist  old  employees. 
.Almost  without  exception  these  systems  have  been 
adopted  only  by  very  large  corporations.  Practically  no 
concerns  except  manufacturing  establishments,  public 
utilities,  and  banks  maintain  pension  systems,  the  dis- 
tribution being  as  follows :  ^ 

I.     Public   Utilities 

a.  Railroads   28 

b.  Transit  Companies  12 

c.  Gas  and  Electric  Companies 6 

d.  Miscellaneous  Public  Utilities  2 

Sub-total 48 

II.    Manufacturing  and  Cotnmercial  Concerns  45 

III.  Banks 24 

IV.  Insurance    Companies    5 

V.     Miscellaneous    20 

Total    142 

^  This   is   the    distribution   of   those   actually   studied,   and   is   in   general 
indicative  of  the  distribution  of  all  pension  plans. 
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Industrial  pensions  are  by  no  means  of  recent  origin 
in  this  country,  as  three  systems  are  known  to  have  been 
estabHshed  before  1900;  the  American  Express  Com- 
pany, 1875,  Baltimore  &  Ohio  Railroad,  1889,  and  the 
First  National  Bank  of  Chicago,  1899.  However,  the 
period  of  marked  increase  in  the  establishment  of  pen- 
sion systems  has  been  since  1910  and  especially  during 
the  years  1915  and  1916.  Furthermore,  most  of  the 
earlier  systems  have  been  amended  so  radically  in  recent 
years  that,  as  regular  pension  systems,  they  can  be  con- 
sidered as  of  more  recent  origin.  The  pension  idea  first 
became  prominent  with  the  railroads,  a  number  of  which 
adopted  pension  systems  during  1903  or  earlier.  The 
latest  tendency  is  seen  among  the  large  banking  insti- 
tutions, especially  the  large  banks  of  Xew  York   City. 

The  fundamental  reason  underlying  almost  every  pen- 
sion system  is  the  desire  of  the  employer  to  assure  his 
employees  of  independence  during  their  old  age,  both  as 
a  reward  for  faithfulness  and  as  the  best  method  of  per- 
forming a  duty.  A  prevalent  social  theory  which  the 
average  employer  accepts  is  that  an  employer  should  not 
use  the  services  of  an  employee  during  the  fruitful  period 
of  his  life  and  then  heartlessly  discard  him  to  the  human 
scrap  heap,  where  he  is  dependent  upon  society  if  he 
has  not  been  able  to  accumulate  savings  from  his  earn- 
ings to  care  for  himself  and  his  dependents  during  his 
old  age.  On  the  other  hand,  it  is  expensive  and  un- 
satisfactory to  keep  an  employee  who  has  become  ineffi- 
cient because  of  old  age  at  his  regular  position,  and  it 
is  frequently  difficult  to  find  sufficient  jxisitions  suitable 
to  the  capability  of  or  .satisfactory  to  all  superannuated 
employees.  The  only  alternative  is  to  pension  them  in 
some  way. 

In  addition  to  the  desire  to  reward  faithfulness  or  to 
fulfill  a  duty,  there  is  usually  in  the  mind  of  the  employer 
the  hope  of  attaining  definite  beneficial  effects  on  the 
efficiency  and  prosperity  of  the  business.     Most  promi- 


nent among  these  eflfects  are:  increased  loyalty  of  em- 
ployees and  development  of  their  personal  interest  in  the 
success  of  the  business,  which  are  exceedingly  valuable 
assets  to  an  employer ;  increased  efficiency  of  individual 
employees;  reduction  of  labor  turnover;  attraction  of  a 
superior  type  of  employees ;  decrease — or  even  elimina- 
tion— of  labor  troubles;  and  increase  in  thrift  of  indi- 
vidual employees, — all  of  which  are  more  or  less  related 
efifects.  However,  a  careful  study  of  the  pension  systems 
shows  that  these  effects  are  not  produced  to  a  material 
extent. 

In  the  installation  of  pension  systems  there  are  two 
outstanding  problems.  The  first  problem  is  the  non-tech- 
nical one  of  enlisting  the  sympathetic  interest  of  em- 
ployees in  the  system ;  and  the  second  problem  is  the 
technical  one  of  assuring  in  advance  continued  financial 
solvency  of  the  system  and  ability  to  meet  all  possible 
demands.  The  first  is  a  management  problem;  the  second 
is  an  actuarial  and  financial  problem. 

Employees  are  not  as  a  rule  enthusiastic  about  or  ap- 
preciative of  any  benefit  which  they  receive  solely  as  a 
gift  from  the  employer  given  at  his  initiative  and  with- 
out consulting  their  wishes.  This  not  only  constitutes  a 
problem  for  the  employer  who  seeks  to  obtain  increased 
loyalty  and  appreciation  from  employees  by  the  instal- 
lation of  a  pension  system,  but  also  for  the  employer 
whose  chief  motive  is  to  provide  adequately  for  em- 
ployees during  their  old  age.  It  is  to  the  interest  of  the 
employees  to  understand  the  real  purposes  and  the  bene- 
fits of  the  pension  system,  otherwise  they  will  fail  to 
protect  their  own  interests  in  the  matter.  Without  the 
intelligent  interest  of  employees  a  pension  plan  cannot 
be  made  an  entire  success  from  the  standpoint  of  either 
employer  or  employees. 

The  intelligent  interest  of  employees  can  be  obtained 
in  two  ways :  in  the  first  place  by  obtaining  their  whole- 
hearted endorsement  before  installing  a  pension  system, 


224 


FINANCIAL   INCENTIVES   FOR 


and  In  cooperating  with  them  in  framing  the  provisions 
and  operating  the  system  after  installation;  and  in  the 
second  place,  by  making  it  in  fact  a  system  of  the  em- 
ployees through  financial  contributions  by  them.  The 
lack  of  success  of  pension  systems  is  due  in  no  small 
degree  to  the  fact  that  they  are  usually  autocratic  and 
paternalistic  rather  than  democratic  and   cooperative. 

In  theory,  contributory  systems  are  logical.  Every 
man  owes  it  to  himself,  his  family,  and  to  the  public  to 
provide  to  the  extent  of  his  ability  for  old  age.  On  the 
other  hand,  it  is  a  reasonable  philosophy  that  industry 
should  care  for  its  human  wastes  and  that  the  employer 
should  not  use  the  worker  during  the  fruitful  years  of 
his  life  and  then  discard  him  to  a  dependent  old  age.  It 
is  also  becoming  recognized  that  the  employer  should 
pay  a  wage  sufficient  for  the  employee  to  maintain  a 
standard  of  living  in  conformance  with  American  ideals 
and  to  provide  for  old  age;  or  in  other  words,  sufficient 
to  enable  the  employee  to  contribute  to  the  old  age  pen- 
sion. On  the  other  hand,  if  the  employee  is  unwilling 
to  provide  for  old  age,  there  should  not  be  placed  on  the 
employer  the  sole  obligation  of  caring  for  him  after 
superannuation. 

In  practice  the  non-contributory  system  far  exceeds 
the  contributory  system  in  number,  and  in  individal  cases 
may  be  more  desirable.  Its  more  extensive  use  is  due  to 
the  fact  that  employers  are  willing  to  finance  the  pensions 
alone  either  because  they  hope  to  obtain  increased  loyalty 
and  efficiency  to  offset  the  cost  or  because  they  desire  to 
reward  faithful  employees  for  long  continued  services. 
However,  experience  has  shown  that  pension  systems 
have  not  resulted  generally  in  increased  loyalty  and  effi- 
ciency, and  that  as  a  rule  employees  do  not  appreciate  a 
pure  gift  as  much  as  they  do  the  benefits  of  something 
to  which  they  contribute.  There  is  therefore  a  question 
whether  the  employer  whose  employees  will  not  approve 
a  contributory  system  has  much  to  gain  directly  by  in- 
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stalling  a  non-contributory  system ;  this  is  a  question 
which  can  be  answered  onl)'  by  the  individual  employer 
in  the  light  of  conditions  actually  existing  among  his  em- 
ployees. Of  course,  the  question  of  direct  benefit  to  the 
employer  does  not  necessarily  enter  if  his  motive  is  to  re- 
ward  faithful  employees. 

There  is  some  consideration  among  employers  of  the 
possibility  of  a  non-contributory  system  in  connection 
with  savings  plans,  giving  the  advantage  of  a  contribu- 
tory system  and  ap])ealing  more  to  the  emj)loyees  than  a 
contributory  system.  Young  employees  especially  would 
be  more  interested  thereby.  Under  any  plan,  the  con- 
tributions of  employees  should  be  considered  savings  to 
the  extent  that  in  case  of  discharge  or  resignation  they 
be  returned  with  interest. 

The  pension  system  which  does  not  assure  a  pension 
to  each  employee  when  he  becomes  superannuated,  is 
unfair  to  the  employee.  Most  pension  s\stems  are  wcak 
in   this   respect. 

A  definite  system  rather  than  an  informal  year  to  year 
policy  should  be  adopted  if  the  employer  expects  to  re- 
ceive any  valuable  results  or  if  he  leads  his  employees 
to  expect  a  pension.  Not  only  is  this  true,  but  such  a 
definite  system  as  is  adopted  should  be  actuarially  sound 
and  without  question  one  which  can  be  maintained  by 
the  resources  of  the  employer  for  new  employees  as  well 
as  for  old.  It  should  be  realized  that  for  the  first  few 
years  the  amount  of  pensions  paid  out  will  probably  in- 
crease rapidly.  This  has  not  been  realized  in  the  case 
of  many  pension  systems,  especially  those  for  teachers 
and  other  public  employees.  A  system  which  depends 
upon  a  vote  by  the  directors  of  the  employing  corporation 
to  lay  aside  from  the  profits  of  the  enterprise  each  year 
sufficient  funds  to  meet  such  pension  payments  which 
have  become  due  during  the  year,  is  fundamentally  un- 
sound ;  the  system  should  be  maintained  on  a  scientific 
insurance  basis,  whereby  for  each  employee  there  is  con- 
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tinually  laid  aside  a  proper  sum  to  provide  for  the  pen- 
sion at  the  time  stated.  Even  under  such  a  scientific 
system  the  employer  should  realize  that  there  will  be  a 
heavy  demand  upon  the  pension  reserve  within  the  first 
few  years  when  the  older  employees,  for  whom  no  funds 
have  been  allocated  to  the  pension  reserve,  must  be  pen- 
sioned. To  meet  this,  the  employer  must  determine 
what  pension  reserve  must  be  created  at  the  time  the 
pension  system  is  installed,  in  order  to  provide  for  these 
early  demands. 

The  best  practice,  which,  however,  is  far  from  typical, 
calls  for  the  development  of  a  permanent  pension  fund 
kept  separate  from  the  regular  assets  of  the  business  in 
such  a  manner  as  to  protect  it  from  creditors  in  case 
the  company  meets  financial  difficulties.  At  least,  in 
the  case  of  a  contributory  system,  the  contributions  of 
employees  should  be  completely  protected. 

The  employer  who  desires  to  pension  employees  upon 
retirement  but  for  any  reason  does  not  find  it  desirable  to 
install  a  regular  pension  system,  will  find  the  plan  of 
purchasing  annuities,  in  conjunction  with  or  without 
death  and  disability  group  insurance,  worth  careful 
attention. 

11.    Usual,    Important    and    Necessary    Provisions 

Administration  * 

Most  pension  systems  are  managed  by  a  special  board 
or  committee  frequently  called  "Board  of  Pensions,"  al- 
though not  a  few  are  managed  by  the  board  of  directors, 
the  president  of  the  company,  or  some  other  officer.  The 
problems  of  management  of  pension  systems  are  very 
much  greater  in  the  case  of  large  corporations  such  as 
railroads,  employing  thousands  of  men,  than  in  the  case 

'  The  following  summary  table  has  been  drawn  up  to  show  the 
source  of  funds  and  administration  of  the  one  hundred  and  forty-two 
pension    plans    studied. 
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of  banks  and  other  business  concerns  employing  relative- 
ly few  men ;  and  possibly  this  explains  why  almost  every 
railroad  and  most  large  industrial  systems  are  managed 
by  special  boards,  while  those  of  banks  are  frequently 
under  the  supervision  of  the  Board  of  Directors  or  the 
president. 

Ordinarily  there  is  no  provision  concerning  the  per- 
sonnel of  the  pension  board.  In  the  case  of  railroads, 
however,  it  is  often  stated  that  the  pension  board  shall 
consist  of  the  general  manager,  chief  counsel,  auditor, 
medical  officer,  and  such  executives  as  the  superintendent 
of  motive  power,  division  superintendent,  and  the  super- 
intendent of  maintenance. 

There  is  seldom  any  provision  for  employee  repre- 
sentation on  the  pension  board,  unless  the  pension  sys- 
tem is  a  contributory  one. 


Administration 

Source  of  Funds 

Initial    Fund 
by  Company 

Annual  ap- 
propriations 
by  Company 

Contributory 
by  Co.  and 
employees 

Not 
slated 

Total 

By  Company  alone 

18 

76 

9 

6 

109 

By  Company  and  elected 
employees 

•• 

4 

7 

11 

By  Company  and 

appointed  employees... 

1 

12 

1 

•• 

14 

Not  stated 

•• 

8 

•  • 

8 

Total 

19 

100 

17 

6 

142 

Inasmuch  as  the  provisions  of  pension  systems,  if 
pnjperly  drawn,  are  comprehensive,  definite,  and  inelas- 
tic, the  management  of  a  pension  system  consists,  for  the 
most  part,  of  routine  administration  and  of  making  nec- 
essary reports  concerning  the  condition  of  the  system 
and  recommendations  of  changes.  Special  cases  and 
cases  of  disability,  however,  often  call  for  discretion  on 
the  part  of  the  pension  board. 
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Sources  of  Funds 


One  of  the  most  important  problems  in  connection 
with  a  pension  fund  is  that  of  assuring  adequate  revenues 
to  meet  the  financial  burden  involved.  For  this  reason  it 
is  amazing  that  ordinarily  there  is  no  definite  provision 
made  by  the  employer  providing  for  adequate  financing 
of  his  pension  system.  Practically  no  banks  have  any 
definite  method  of  financing  tlieir  pension  systems,  and 
the  same  is  true  of  most  small  and  large  industries.  ( )n 
the  other  hand,  nearly  all  railroads  and  many  large 
industrials  have   an  adequate   method  of  financing. 

Usually  the  important  matter  of  providing  funds  is 
cared  for  in  the  provisions  of  pension  plans  by  the  mere 
statement  that  the  company  will  grant  pensions  without 
contributions  from  the  beneficiary,  or  that  the  necessary 
appropriations  will  be  made  from  time  to  time,  or  that 
pension  payments  shall  be  treated  as  regular  and  neces- 
sary operating  expenses.  In  other  words,  most  pension 
systems  are  operated  on  a  cash  basis  with  no  limitations 
to  the  possible  demand  upon  the  company's  funds  and 
no  provision  for  accrued  liabilities  arising  from  employ- 
ment of  men  who  eventually  will  be  pensioned.  Under 
such  a  system  the  cni])loyee  is  not  certain  of  a  pension 
when  he  is  entitled  to  it,  but  he  will  receive  it  only  in  case 
of  continued  prosperity  of  the  employer.  In  fact,  some 
pension  plans  state  definitely  that  pension  rates  will  be 
reduced  in  case  of  insufficient    funds  available. 

A  few  companies  provide  for  a  possible  shortage  of 
funds  available  for  pensions  by  a  provision  limiting  year- 
ly pension  appropriations  to  a  definite  maximum  sum 
or  to  a  maximum  percentage  of  operating  expenses  or 
to  a  maximum  percentage  of  the  payroll. 

It  should  be  noted  that,  in  the  case  of  large  companies 
operating  pensions  on  a  cash  or  current  basis,  careful 
and  scientific  investigations  have  usually  been  made  to 
determine  the  maximum  financial  demands  tf)  be  ex- 
pected.   Tn  the  majority  of  cases,  however,  the  employer 
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undoubtedly  has  little  idea  of  the  future  pension  pay- 
ments he  may  be  called  upon  to  make.^ 

Some  pension  systems  provide  that  the  employer  shall 
add  a  definite  sum  each  year  to  the  pension  fund.  This 
may  be  either  a  stated  amount  or  a  stated  percentage  of 
the  payroll.  The  amount  of  such  annual  payments  is 
undoubtedly  arrived  at,  in  most  cases,  after  a  study  of 
the   probable   future   demand    for  pensions. 

About  a  score  of  concerns — large  corporations  in 
most  cases-  have  regular  funds  under  which  a  pension 
system  can  l)e  operated  on  a  scientific  insurance  basis. 
Such  funds  are  developed  in  three  ways:  (a)  by  the 
creation  of  an  initial  fund  sufficient  to  carry  pensions 
without  further  appropriations;-  (b)  by  the  creation 
of  an  insufficient  initial  fund,  to  which  are  added  the 
necessary  appropriations ;''  and  (c)  by  setting  aside  from 

Mt  is  impossible  to  make  a  general  statement  concerning  the  cost 
of  a  pension  system  to  the  employer,  as  the  cost  depends  not  only  upon 
the  retirement  allowances  granted  but  also  upon  labor  turnover,  which 
varies  from  plant  to  plant  and  from  year  to  year.  Neither  is  the 
experience  of  employers  a  dependable  guide,  as  comparatively  few  pension 
systenis  have  been  in  effect  long  enough  to  have  reached  the  maximum 
expenditure.  During  the  investigation  covered  by  this  report,  attention 
was  called  lo  only  one  company  in  which  the  pension  costs  amounted 
to  over  3  per  cent  of  payroll.  The  costs  in  the  companies  investigated 
varied  in  general  from  .1  per  cent  to  .3  per  cent  of  payroll,  but  most 
of  the  companies  reporting  less  than  i  per  cent  anticipated  a  larger 
percentage    in    the    future. 

With  the  retirement  allowances  and  conditions  of  retirement  given, 
and  with  data  concerning  the  labor  turnover  in  the  plant  during  the 
past  twenty  years,  it  would  be  mathematically  easy  to  determine  the 
maximum  payments,  provided  the  labor  turnover  did  not  change 
materially. 

-  The  United  States  Steel  Corporation  is  the  onlv  company  which 
has  such  a  fund.  This  fund  amounts  to  $12,000,000,  of  which  $8,000,000 
was  contributed  by  the  company  and  $4,000,000  by  the  Carnegie  Relief 
Fund. 

^'  The    following    companies    have    an    inital    fund    to    which    is    added 
an    annual   appropriation    to   restore   the   fund   to   its   original    size:      Amer- 
ican  Telephone   and   Telegraph    Company,    Western    Union    Telegraph    Com 
pany.    American    District    Telegraph    Company,    Western    Electric    Company, 
Holmes    Electric    Protective    Company. 

The  following  companies  have  a  stated  or  maximum  contribution  to 
the  initial  fund:  Solvay  Process  Company,  Union  Pacific  Railroad. 
Illinois  Central  Railroad,  Southern  Pacific  Railroad,  San  Antonio  and 
Arkansas    Pass    Railroad,    Houston    &    Texas    Central    Railroad. 

The  following  companies  have  no  stated  amount  of  contribution  to 
the  initial  fund:  Swift  &  Company,  Westinghouse  Air  Brake  Company, 
Standard  Oil  Company  (New  Jersey),  American  Sugar  Refining  ("oiti- 
pany.    Union    Trust    Company. 
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current  funds  regularly  more  than  current  demands  re- 
quire until  a  sufficient  permanent  fund  is  created.* 

In  the  case  of  contribut(^ry  systems  one  company- 
has  an  original  fund,  to  which  appropriations  are  added, 
and  another^  has  created  a  fund  by  stated  yearly  appro- 
priations. In  most  contributory  systems,  however,  the 
employer  makes  no  more  definite  arrangement  for  con- 
tributions than  to  provide  for  regular  or  irregular,  but 
indefinite,*  appropriations.  Three  companies''  contribute 
dollar  for  dollar  with  the  employee. 

Comparatively  few  pension  systems  are  contributory 
on  the  part  of  the  workers,  and  in  only  one  field — bank- 
ing— does  the  contributory  system  approach  the  non-con- 
tributory system  in  number. 

Employees'  contributions  to  contributory  systems  are, 
without  exception,  on  a  monthly  basis  and  vary  from 
2  per  cent  to  4  per  cent  of  the  employee's  salary  or  wage. 
In  the  case  of  banks,  3  per  cent  is  almost  universally  the 
rate  of  contribution,  and  it  is  the  typical  rate  in  all  bus- 
iness. In  a  few  cases  the  contribution  is  not  a  uniform 
one  but  varies  directly,  even  though  slightly,  with  wages 
or  with  age  upon  entrance  in  service. 

Contributory  systems  are  usually  compulsory  on  new 
employees,  but  frequently  they  are  optional  with  em- 
ployees who  were  with  the  company  before  the  adoption 
of  the  pension  plan. 

Eligibility 

There  is  seldom  any  qualification  for  membership 
other  than  that  the  employee  be  a  regular  full-time  work- 
er; officers  are  usually  included.     A  number  of  systems, 

'  The  Union  Savings  Bank  &  Trust  Company  has  created  its  fund 
in    this    way. 

-  Speycr  &  Company. 

'  Morris  &  Company. 

*The  following  fall  into  this  clas>.:  First  National  Bank  (New  York 
City)  First  National  Bank  of  Chicaijo.  Bankers  Trust  Company  (New 
York  City).  First  and  Old  Detroit  National  Bank,  Live  Stock  National 
Bank     (Omaha). 

^  Hibbard,  Spencer,  Bartlett  (.  f.nipany.  tiuardi;4n  S;uiiii5,'>  &  Trust 
Company,  and   Pittsburgh  Coal   Company. 
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however,  do  not  apply  to  "officers  or  persons  on  salary" 
or  "employees  paid  on  yeariy  basis"  or  employees  in 
the  salary  class  receiving  more  than  a  certain  amount, 
frequently  placed  at  about  $2,500.  In  companies  where 
a  mutual  benefit  association  is  maintained,  membership 
is  sometimes  a  necessary  qualification  for  participation 
in  pension  benefits.  Many  companies  have  deemed  it 
wise  not  to  make  pension  systems  applicable  to  em- 
ployees entering  service  at  forty  years  of  age  or  over. 
Very  seldom  is  there  any  provision  which  allows  the 
employer    to    except    any    employee    from    the    pension 

benefits. 

Basis  for  Retirement 

Practically  without  exception,  retirement  is  based  on 
both  length  of  service  and  age  of  employee. 

Length  of  Service 

The  length  of  service  qualifications  for  pensions  near- 
ly always  consist  of  a  specific  minimum  length  of  con- 
tinuous service  for  all  employees,  although  in  a  few  cases 
a  distinction  is  made  between  classes  of  employees. 
Occasionally,  a  shorter  length  of  service  is  required  of 
female  employees  than  of  male. 

There  is  no  such  uniformity  in  the  length  of  service 
requirements  as  there  is  in  age  requirements.  On  ac- 
count of  the  relatively  great  number  of  pension  systems 
in  industrial  establishments,  twenty  years,  which  is  the 
typical  length  in  such  plants,  is  the  most  common  for  all 
business.  However,  even  in  industrial  establishments 
fifteen-  and  twenty-five-year  periods  are  both  common, 
and  there  are  a  few  as  low  as  ten  years.  The  railroad 
plans  provide  for  shorter  periods,  being  about  equally 
divided  among  ten- ;  fifteen- ;  and  twenty-year  service  re- 
quirements; but  in  this  connection  it  should  be  remem- 
bered that  the  retirement  age  with  railroads  is  usually 
as  high  as  seventy  years.  Traction  companies  usually 
have  a  twenty-five-year  term  of  service  requirement.    In 
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banks  the  average  term  of  service  is  short,  usually  being 
only  fifteen  years. 

Age 

With  the  exception  of  banks,  the  typical  pension  has 
both  compulsory  and  optional  ages  of  retirement.  The 
age  of  retirement  varies  widely,  but  seventy  years  is 
the  most  frequently  designated  age  of  compulsory  retire- 
ment, while  the  age  of  optional  retirement,  if  there  is 
one,  is  usually  five  years  lower  than  the  age  of  com- 
pulsory retirement,  and  retirement  ages  for  women  are 
from  five  to  ten  years  less  than  those  for  men.  Instead 
of  a  lower  age  of  optional  retirement,  railroads,  and 
traction  companies,  in  the  majority  of  cases,  have  an 
incapacity  age.  Many  systems  allow  a  lower  age  of 
retirement  in  individual  cases  at  the  discretion  of  the 
pension  board. 

Seventy  is  almost  universally  the  age  of  compulsory 
retirement  in  traction  companies,  while  in  a  few  cases, 
optional  retirement  at  sixty-five  years  is  provided  for. 
Age  is  rarely  a  requirement  for  total  disability  allow- 
ances, which  usually  depend  on  length  of  service.  Spe- 
cial provision  'is  seldom  made  for  women. 

Seventy  is  likewise  the  common  age  of  compulsory 
retirement  in  railroad  companies,  although  several  rail- 
roads compel  employees  to  retire  at  sixty-five  years.  A 
third  of  the  railroad  companies  with  compulsory  retire- 
ment at  seventy  years  provide  for  voluntary  retirement 
at  sixty-five  years.  Of  eight  railroad  systems  with  re- 
tirement ages  for  disability,  six  are  at  sixty  years  and 
two  at  sixty-five  years,  while  the  length  of  service  is 
a  factor  in  only  one  case.  No  special  provision  is  made 
for  women. 

While  seventy  years  is  also  the  typical  age  of  com- 
pulsory retirement  in  industrial  establishments,  seven  out 
of  twenty  such  systems  provide  for  compulsory  retire- 
ment at  sixty-five  years^  and  one  as  early  as  sixty  years. 

^  Two  systems    have   been   amended   to  eliminate   compulsory   retirement 
at   sixty-five  years. 
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For  women,  fifty-five  and  sixty  are  the  common  ages  of 
compulsory  retirement.  However,  the  majority  of  pen- 
sions in  industrial  establishments  do  not  provide  for  com- 
pulsory retirement.  The  ages  of  optional  retirement  vary 
from  fifty-five  to  seventy  years  ;^  in  twenty-nine  indus- 
trial establishments  sixty-five  is  the  retirement  age  in 
fifteen  cases,  sixty  the  age  in  ten  cases,  and  seventy  and 
fifty-five  each  the  age  in  four  cases.  Thus,  not  only  is 
sixty-five  years  rather  than  seventy  years  the  most  com- 
mon age  of  retirement,  but  sixty  years  is  more  common 
than  seventy  years,  and  fifty-five  years  is  as  common. 
Occasionally,  extra  periods  of  service  are  required  for 
retirement  at  the  lower  ages.  For  women,  fifty,  fifty- 
five  and  sixty  years  are  all  usual  ages  of  optional  retire- 
ment, with  fifty-five  years  more  frequently  used  than 
either  fifty  or  sixty  years.  A  number  of  industrial  estab- 
lishments may  grant  retirement  allowance  upon  special 
request  before  the  optional  age  is  reached,  and  many 
of  them  have  retirement  ages  varying  with  length  of 
service,  six  of  them  having  no  age  limit  for  thirty  years' 
service.  Ages  for  disability  retirement  are  practically 
unknown  in  pensions  of  industrial  concerns. 


Determination  of  Amount 

With  relatively  few  exceptions,  the  pension  allowance 
is  a  stated  per  cent  of  the  employee's  salary  at  age  of 
retirement — or  average  salary  for  a  definite  period  pre- 
ceding— multiplied  by  each  year  of  service.  The  length 
of  service  does  not  always  enter  into  the  actual  com- 
putation, as  the  entire  allowance  may  be  a  flat  per  cent 
of  the  pay  at  the  time  of  retirement — or  the  average 
salary  for  a  preceding  period.-  In  practice  this  second 
method  yields  about  the  same  result  as  the  first,  as  the 
percentage  used  is  likely  to  be  the  equivalent  of  the  per- 
centage in  the  first  method  multiplied  by  the  number  of 

^  Two  systems  have  been  amended  to  reduce  the  age  of  optional 
retirement    from    seventy    to    sixty-five    years. 

-  Three  systems  have  been  amended  so  that  the  ten  years  of  highest 
pay    rather    than    the    preceding   period,    is   the   basis. 
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years  of  service  necessary  to  qualify  an  applicant.  The 
first  system  yields  a  better  return  to  an  employee  who 
does  not  retire  until  after  the  regular  term  of  service 
has  expired.  In  order  to  make  the  second  method  as 
equitable  as  the  first  for  the  employee  working  beyond 
the  retirement  age,  some  such  plans  provide  for  addi- 
tional  retirement  allowances   for  extra   long  service. 

In  a  very  limited  number  of  plans  the  retirement 
allowance  is  a  flat  sum^  or  varying  stated  sums  for  vari- 
ous classes  of  employees.  A  stated  per  cent  of  total 
pay  received  is  also  used  occasionally. 

In  non-contributory  systems  the  retirement  allowance 
varies  from  1  per  cent  to  2  per  cent  of  salary  at  age  of 
retirement  or  of  average  salary  for  the  preceding  period 
for  each  year  of  service.  Of  fifty-seven  non-contribu- 
tory systems  studied,  forty  have  a  1  per  cent  rate,  four  a 
1^4  per  cent  rate-  and  thirteen  a  2  per  cent  rate.  The 
railroads,  practically  without  exception,  have  a  1  per  cent 
rate.  Nearly  every  bank  has  a  2  per  cent  rate.  In  both 
industrial  establishments  and  traction  companies  l)/2  and 
2  i)er  cent  rates  are  more  common  than  with  the  rail- 
roads, but  the  1  ])er  cent  rate  is  several  limes  as  impor- 
tant— in  number  of  systems — as  the  1^  and  2  per  cent 
rates  combined. 

In  those  pension  systems  which  provide  for  a  flat  per- 
centage rate  rather  than  for  a  per  cent  for  each  year  of 
service,  the  actual  pensions  paid,  expressed  in  per  cent 
of  salary  for  each  year  of  service,  are  about  normal.  Of 
the  plans  studied  three  have  a  flat  30  per  cent  rate,  which, 
for  an  emplo}ee  working  the  typical  period  of  twenty 
years,  amounts  to  a  normal  V/2  per  cent  rate;  one  has  a 
flat  50  per  cent  rate,  or  the  equivalent  of  normal  2  and 
2^  per  cent  rates  for  twenty-five  and  twenty  year  em- 
ployees respectively ;  while  another  has  a  flat  75  per  cent 

'  A  prominent  ( xamplc  of  this  is  the  new  system  of  the  Midvalc 
Steel  &  OrdnaiKf  rompany,  inaugurated  July  i,  igiy,  under  which 
there    is    a    uniform    pension    of    $30    a    month. 

'  Two  of  these  formerly  had  a   i  per  cent  rate. 
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rate,  or  the  equivalent  of  normal  3  and  3j4  per  cent  rates 
for  twenty-five  and  twenty  year  employees  respectively. 

Two  systems  have  different  rates  for  various  lengths 
of  service  and  several  systems  have  a  higher  rate  for 
each  year  of  service  in  addition  to  the  regular  period.  In 
all  these  systems  the  actual  rates,  are  equivalent  to  nor- 
mal rates  of  from  1  per  cent  for  minimum  periods  of 
service  to  2  per  cent  for  thirty  years'  service. 

Banks  with  contributory  systems  all  pay  2  per  cent, 
which  is  not  higher  than  the  rates  of  those  with  non- 
contributory  systems.  There  are  not  sufficient  contribu- 
tory systems  in  industrial  establishments  to  warrant 
generalization;  three  of  such  systems  pay  respectively 
$15  per  month  plus  $75  funeral  expenses,  50  per  cent 
average  salary,  and  2>^  per  cent  average  salary  for  each 
year  of  service. 

In  about  one-half  the  pension  systems  the  regular 
rates  are  modified  by  maximum  or  minimum  yearly  pen- 
sions or  both.^  The  maximum  and  minimum  figures  both 
vary  so  widely  that  no  generalization  can  be  made.  In 
industrial  establishments  the  maximum  limits  vary  from 
$500  to  $5,000  per  year,  and  the  minimum  limits  vary 
from  $144  to  $244  per  year.  In  banks  the  maximum 
limits  vary  from  $1,800  to  $6,000  per  year.  In  some 
cases  the  limit  is  a  maximum  salary  upon  which  a  pen- 
sion is  computed.  In  other  cases  it  is  a  maximum  per 
cent  of  highest  salary,  in  which  case  the  figure  is  usually 
from  60  to  75  per  cent,  so  that  few  employers  are  act- 
ually aflfected  by  it,  because  even  under  a  3  per  cent  rate, 
more  than  a  twenty-year  period  of  service  at  least  is 
necessary  to   reach  the  maximum  rate. 

Disability  Allowances 

The  majority  of  pension  systems  have  disability  pro- 
visions.    In  most  cases  permanent  and  total  incapacity 

'  Several   systems    have    been    amended    by    the    adoption    of    minimum 
and   maximum   rates,   as  well   as   by   increasing  these   rates. 
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is  a  requisite  for  disability  pension  allowance.  Except 
in  banks,  disability  provisions  apply  only  after  long  years 
of  service,^  and  in  the  case  of  railroads  especially,  the 
period  of  service  necessary  for  disability  allowances  is 
as  long  as  for  pensions.  Usually  disability  is  practically 
a  substitution  for  an  age  limit. 

QU.'KLIFICATION     FOR     DISABILITY 

Many  concerns  either  maintain  separate  disability 
systems  or  provide  for  disability,  both  permanent  and 
temporary,  through  mutual  benefit  associations.  Also 
in  many  states  workmen's  compensation  laws  have  elimi- 
nated any  need  for  provision  for  disability  incurred  in 
performance  of  duty. 

In  most  cases  incapacity,  for  the  purpose  of  eligibility 
for  disability  allowance,  is  determined  by  the  pension 
board.  A  physician's  examination  and  report  are  fre- 
quently required  as  proof  of  incapacity.  In  many  sys- 
tems there  are  provisions  providing  that  no  disability  al- 
lowance shall  be  paid  for  incapacity  resulting  from  im- 
moral or  intemperate  living. 

Determination  of  Amount  of  Disability  Allowance 

In  a  great  majority  of  cases,  disability  allowances 
are  paid  at  regular  pension  rates,  although  frequently 
they  are  granted  at  the  discretion  of  the  company.  In 
some  cases  special  pensions  are  paid,  the  amount  not 
being  determined  in  advance.  In  a  number  of  instances 
there  are  special  rates,  of  which  the  following  are  ex- 
amples: 50  per  cent  of  last  year's  salary  for  a  period  of 
ten  years ;  60  per  cent  of  last  year's  salary  for  a  maxi- 
mum period  of  ten  years ;  or  a  decreasing  amount  such 
as  full  salary  for  one  month,  80  per  cent  for  one 
year,  and  60  per  cent  thereafter.  Frequently  the  period 
of  disability  payments  is  limited  to  the  length  of  service. 

'  There    is    a    Tendency    to    shorten    the    terin<    of    service    and    remove 
the     age    qualification. 
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Provisions  for  Dependents  of  Pensioners 

Except  with  railroads,  it  is  fairly  common  to  provide 
pension  payments  for  dependents  of  deceased  pensioned 
employees.  A  little  less  than  half  the  banks  provide 
whole  or  half  pensions  for  dependents  during  the  period 
of  dependency.  One-half  the  industrial  concerns  pen- 
sioning employees  likewise  provide  for  dependents, 
although  frequently  such  action  is  taken  only  at  the  dis- 
cretion of  the  directors  and  payments  are  made  for  a 
definite  period,  sometimes  as  short  as  one  year,  rather 
than  during  the  entire  period  of  dependency. 

Practically  without  exception  there  are  rigid  rules 
governing  the  eligibility  of  dependents  for  pensions  and 
the  termination  of  pension  payments.  Dependency  is 
usually  confined  to  dependent  widows  and  children,  and 
the  marriage  or  birth,  as  the  case  may  be,  must  have 
taken  place  before  the  period  of  retirement  of  the  pen- 
sioned employee.  Payments  to  dependents  cease  to  the 
widow  in  case  of  remarriage  and  to  minor  children  after 
arrival  at  a  certain  age,  usually  16  or  18  years,  or  upon 
marriage. 

Death  Benefits  or  Insurance,  Included  in  Pension  Plan 

About  one-third  of  the  banks  and  seven  industrial 
establishments  and  railroad  companies  provide  in  their 
pension  plans  for  death  benefits,  and  a  few  carry  life  in- 
surance for  their  employees.  Undoubtedly,  many  other 
concerns  made  it  a  practice  to  grant  death  benefits  in- 
formally, but  they  do  not  provide  for  such  in  their  pen- 
sion plans. 

Refunds 

In  the  case  of  contributory  systems,  of  course,  there 
is  always  provision  for  refund  in  the  event  of  cessation 
of  employment.  In  no  non-contributory  system  is  it 
considered  that  the  employee  has  sufficient  of  a  moral 
right  to  accrued  pensions  to  warrant  the  employer  in 
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making  a  payment  to  an  employee  leaving  his  employ- 
ment. In  case  of  death,  under  contributory  systems, 
refunds  with  interest  are  always  made;  in  case  of  dis- 
missal, refunds  with  and  without  interest  are  made  to 
about  an  equal  extent ;  while  in  case  of  resignation,  most 
refunds  are  without  interest,  one  is  with  interest,  two 
are  with  lower  than  normal  rate  of  interest,  and  one 
is  optional  with  the  employer. 

Miscellaneous  Provisions 

In  almost  all  pension  plans  it  is  specifically  stated  that 
pensions  are  not  assignable  and  cannot  be  attached. 

Usually,  retired  employees  are  allowed  to  obtain  other 
employment  not  prejudicial  to  the  interests  of  the  com- 
pany. Frequently,  however,  permission  to  enter  such 
employment  must  be  received  from  the  company. 

Not  infrequently  pension  systems  provide  specifically 
that  cessation  of  employment,  for  no  matter  how  short 
a  period,  nullifies  the  past  period  of  employment  as  a 
part  of  the  required  period  of  service  necessary  to  quali- 
fy for  a  pension.  Occasionally,  cessation  of  employment 
due  to  absence  of  the  employee  on  strike  is  mentioned 
specifically  as  constituting  a  break  in  the  period  of  ser- 
vice from  the  standpoint  of  pension  qualification.^ 

Amendments 

In  general,  amendments  to  pension  systems  have  been 
for  the  purpose  of  reducing  age  and  service  qualifica- 
tions, and  increasing  allowances.  At  present,  there  seems 
to  be  a  tendency  to  provide  for  pensions  for  dependents 
of  deceased  pensioners,  and  to  consider  incapacity  as 
well  as  old  age  qualifications  for  pensions. 

^  On  the  contrary  the  new  Midvale  Steel  &  Ordnance  Company 
system  has  the  following  provision:  "Dismissal,  voluntary  withdrawal 
from  the  service  by  reason  of  absence  in  excess  of  the  above  prescribed 
limitations,  followed  by  reinstatement  in  the  service  within  two  years, 
shall  not  be  considered  as  breaks  in  the  continuity  of  service,  but  the 
time    thus    lost    shall    be    deducted    in    reckoning    the    length    of    service." 
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III.     The  Siu-CESS  of  Pension  Sy.stems 

The  chief  question  in  the  mind  of  an  employer  who 
is  considering  the  installation  of  a  pension  system  is: 
"Have  systems  already  in  operation  proved  successful?" 
This  is  a  difficult  question  to  answer,  as  different  persons 
interpret  success  in  this  matter  variously.  Some  light 
can  be  shed  upon  the  situation  by  showing  whether  or 
not  individual  pension  plans  have  accomplished  the  spe- 
cific results  sought.  In  other  words,  have  pension  sys- 
tems brought  about  increased  loyalty  and  appreciation 
on  the  part  of  employees,  tended  to  quiet  industrial  un- 
rest, reduced  labor  turnover,  promoted  efficiency,  fostered 
individual  thrift,  or  attracted  a  superior  grade  of  work- 
ers? Above  all,  have  they  improved  the  economic  status 
of  workers  by  assuring  an  independent  old  age? 

The  consensus  of  opinion  of  employers  now  operating 
pension  systems  seems  to  be  that  while  in  general  em- 
ployees show  some  appreciation  of  future  pension  bene- 
fits, such  appreciation  is  not  marked  except  in  the  case 
of  old  employees:  and  furthermore  that  pension  systems 
do  not  have  any  appreciable  effect  in  bringing  about 
increased  lo}alty,  continuance  of  employment,  efficiency 
or  industrial  peace.  It  is  probably  not  misleading  to 
say  that  young  and  unmarried  workers,  especially  of  the 
lower  grades,  give  little  thought  to  pension  systems, 
but  that  the  benefits  do  appeal  to  the  older,  married, 
and  skilled  or  clerical  workers ;  and  accordingly  the  re- 
sults of  pension  systems  are  evident  only  in  the  case  of 
employees   who  are  approaching  middle  age. 

Few  employers  maintaining  pension  systems  have 
very  definite  ideas  concerning  the  effect  on  their  em- 
ployees. This  is  due  largely  to  the  fact  that  it  is  difficult 
to  distinguish  the  results  of  pension  systems  from  the 
results  of  so-called  "welfare  work"  or  plant  conditions 
in  general.  However,  it  is  clear  that  most  employers 
maintaining  sickness  and  disability  benefits,  assisting  in 
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supporting  employees'  mutual  benefit  associations,  con- 
ducting welfare  work  or  offering  bonus  payments  or 
similar  incentives  for  efficient  operation,  in  addition  to 
making  old  age  payments,  believe' that  the  effect  of  the 
latter  upon  loyalty,  efficiency  and  continuance  of  employ- 
ment is  relatively  unimportant. 

In  answer  to  the  question,  "Have  your  workers  mani- 
fested appreciation  of  the  benefits  of  your  pension  sys- 
tem/' fifty-eight  employers  replied  as  follows: 

Yes 27 

Yes,  especially  by  older  employees  7 

Approved  by  the  older  employees    4 

Appreciated  to  a  slight  extent   11 

No       5 

No,  except  by  older  employees     2 

While  about  half  the  employers  state  that  their  em- 
ployees manifest  appreciation  of  the  pension,  this  should 
not  be  interpreted  to  mean  that  in  half  the  plants  having 
pension  systems  the  employees  in  general — that  is,  a 
majority  in  each  case — are  appreciative,  for  undoubtedly 
such  is  far  from  the  case.  From  the  nature  of  the  replies 
received,  it  is  evident  that  many  employers  answered  to 
this  question  an  unqualified  "yes"  on  the  basis  that  ap- 
preciation had  been  shown  by  individual  employees. 
Further  questioning  would  doubtless  bring  out  the  fact 
that  the  employer  had  no  accurate  knowledge  of  the  ex- 
tent that  such  appreciation  pervades  his  working  force, 
and  that  the  appreciation  is  confined  to  a  minority,  the 
majority  being  indifferent.  In  any  case  the  replies  would 
suggest  to  one  examining  them  that  tangible  evidence  of 
appreciation  has  usually  been  shown  in  isolated  cases 
only.  The  above  analysis  of  opinions  also  indicates  that 
this  evidence  of  appreciation  is  confined  chiefly  to  the 
older  employees  to  whom  alone  of  the  employees  in  gen- 
eral the  rewards  appear  to  be  tangible  and  certain. 

It  is  interesting  to  note  that  nearly  23  per  cent  of  the 
employers  believe  their  employees   feel  only  slight  ap- 
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preciation,  while  nearly  10  per  cent  believe  appreciation 
is  entirely  lacking. 

In  answer  to  the  question,  "Do  you  think  that  your 
pension  system  has  had  a  material  effect  in  promoting 
efficiency  of  your  employees,  particularly  in  that  it  has 
eliminated  their  worries  concerning  the  future?"  replies 
were  received  from  fifty-nine  employers  as  follows: 

Yes   10 

Has  with  older  employees    8 

To  a  slight  extent  9 

Probably  not  except  with  old  employees   i 

Probably  not   12 

No     10 

These  replies  show  that  the  claim  that  pension  sys- 
tems bring  about  increased  efficiency  by  increasing  ap- 
preciation and  loyalty  of  employees  and  by  eliminating 
their  worries  is  without  much  foundation.  Nearly  20  per 
cent  of  the  employers  questioned  are  certain  no  increased 
efficiency  results,  while  as  many  more  believe  that  prob- 
ably such  is  the  case.  F'urthermore,  very  few  of  the 
nineteen  employers  (less  than  one-third  of  those  reply- 
ing), who  believe  that  increased  efficiency  has  resulted 
appear  to  base  such  belief  on  facts  and  some  admit  that, 
while  they  feel  sure  the  increased  efficiency  is  present, 
there  are  no  tangible  evidences  of  it. 

This  failure  to  produce  increased  efficiency  can  be 
traced  to  the  fact  that  in  general  pension  systems  appeal 
only  to  employees  who  have  grown  old  in  their  present 
employment.  These  employees  usually  constitute  a  rela- 
tively unimportant  part  of  the  entire  workinq^  force 
and  their  habits  of  efficiency,  like  all  other  habits,  have 
become  more  or  less  fixed. 

In  answer  to  the  question,  "Has  your  pension  system 
increased  the  average  permanency  of  employment  of 
your  employees,  that  is,  has  it  reduced  labor  turnover 
materially?"  replies  are  as  follows: 
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Vtrs   J  J 

Does  with  old  employees  beyond  middle  life 8 

Does  with  certain  types  of  skilled  workers              " " "  *  i 

Probably  to  a  slight  extent    ,, 

Probably  to  a  slight  extent  with  older  empiovees " .' '.'.'.  i 

J  robably  not  to  any  extent    '  n 

No,  except  with  older  employees ^ 

No     

10 

As  might  he  expected  from  the  fact  that  pension  sys- 
tenis  do  not  in  general  create  appreciation,  loyalty  and 
efticiency,  neither  do  they  develop  materially  permanence 
of  employment  except  with  the  older  employees.  In  this 
connection  it  occurs  to  one  that  labor  turnover  is  ordi- 
narily very  small  among  middle-aged  employees  who  have 
worked  for  a  number  of  years  for  their  present  employer. 

In  answer  to  the  question,  ''Do  you  think  that  your 
pension  system  has  decreased  industrial  unrest  on  the 
part  of  your  employees,  or  has  had  any  actual  effect  in 
preventing  strikes  or  other  labor  troubles?"  replies  are 
as  follows: 

Yes       

Yes,  among  older  empiovees I 

Probably  to  a  slight   extent 10 

Probably  not  to  any  extent 10 

Xo,  except  among  older  employees  ...    .    i 

^°  ::::  31 

These  replies  are  especially  interesting  because  of  the 
rather  prevalent  opinion,  particularly  of  organized  labor, 
that  pension  systems  constitute  one  of  the  weapons  with 
vyhich  the  employer  attempts  to  coerce  employees  in 
times  of  impending  strikes.  It  is  evident  that  as  a  means 
of  preventing  industrial  unrest  which  culminates  in 
strikes,  the  old  age  pension  is  even  less  successful  than 
in  producing  appreciation,  loyalty,  efficiency  and  pemia- 
nence  of  employment.  This  is  not  surprising.  It  is  not 
to  be  expected  that  old  age  pensions  will  furnish  a  sop  to 
prevent  workers  from  striking  on  what  they  believe  to 
be  a  question  of  principle  or  of  unfair  treatment.  On 
the  other  hand,  middle-aged  workers  who  have  long  been 
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in  their  present  employment  and  who  alone  constitute  the 
men  whose  views  and  actions  might  be  materially  altered 
by  the  expected  pension  benefits,  form  the  conservative 
element  among  the  workers.  Precipitous,  unwarranted, 
questionable  or  undesirable  strikes,  which  are  the  only 
type  a  pension  system  can  be  expected  to  prevent,  would 
in  any  case  be  opposed  by  such  men  at  least  passively. 
However,  as  a  practical  matter  in  the  case  of  such  strikes 
the  older  and  conservative  element  is  likely  to  be  entirely 
silenced  by  the  younger  and  more  radical  workers.  Hence 
beneficial  effects  of  a  pension  system  are  seldom  made 
manifest  during  times  of  labor  trouble. 

In  answer  to  the  question,  "Does  the  anticipation  of 
a  pension  which  will  provide  the  necessities  of  life  induce 
thrifty  habits  in  the  employee  in  order  that  he  may  enjoy 
additional  comforts,  or  does  it  encourage  extravagance?" 
most  employers  state  that  pension  allowances  are  usually 
so  small  and  the  time  of  retirement  so  remote  as  to  have 
no  effect  whatsoever  on  established  habits  of  thrift  or  ex- 
travagance. While  some  employers  believe  pension  sys- 
tems are  conducive  to  thrift  to  some  extent,  no  employ- 
ers appear  to  feel  that  pensions  in  any  way  promote  ex- 
travagance. 

As  a  means  of  improving  the  economic  conditions  of 
employees,  which  will  meet  the  approval  of  workers  as 
expressed  through  organized  labor,  the  privately-main- 
tained old  age  pension  has  met  with  little  success. 
Organized  labor,  while  endorsing  old  age  pensions  for 
Federal  employees  and  favoring  old  age  benefits  main- 
tained by  national  unions,  is  unalterably  opposed  to  the 
payment  of  industrial  old  age  pensions  by  employers. 
Organized  labor  believes  that  the  purpose  of  the  old  age 
pension,  like  that  of  profit-sharing,  relief  associations  or 
welfare  work,  is  to  make  the  man  satisfied  with  his  lot 
and  to  hold  him  on  his  job.  Furthermore,  to  the  minds 
of  the  labor  people  its  purpose  is  to  discourage  employees 
from  joining  the  union  by  offering  instead  an  indepen- 
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dent  old  age,  thus  enabling  the  employer  at  the  same  time 
to  dictate  the  wages  and  working  conditions.  For  these 
reasons,  organized  labor  claims  that  the  better  way  of 
assuring  an  independent  old  age  for  employees  would  be 
to  pay  them  higher  wages,  from  which  they  could  retain 
sufficient  savings. 

Although  it  is  evident  that  private  industrial  pension 
systems  in  effect  in  this  country  have  fallen  far  short  of 
producing  results  often  claimed  by  their  enthusiastic  sup- 
porters and  hoped  for  by  many  employers  installing  them, 
nevertheless  most  employers  consider  them  successful. 
The  answer  to  this  apparent  riddle  is  that,  after  all,  the 
employer  in  inaugurating  a  pension  system  is  chiefiv 
interested  in  assuring  a  comfortable  old  age  to  such 
employees  as  grow  old  in  his  employment.  The  moral 
obligation  which  the  average  employer  assumes  is  ful- 
filled through  an  old  age  pension  system  and,  therefore, 
the  employer   considers  it  successful 

CONXERXS  HA\  IXG  EMPLOYEE  PENSION 

PLANS ' 

Railroads 

PATE   OF 
ESTABLISHMENT 

Atchison,  Topeka  &  Santa  Fe  Railroad  Co.     1907 

Atlantic  Coast  Line  Railway  Co 1904 

Baltimore  &  Ohio  Railroad'  Co 1889 

Bessemer   &   Lake   Erie   R.   R.    Co.    (See 

U.S.  Steel  Corp.)    

Buffalo,   Rochester  &   Pittsburgh   Railway 

Co 1903 

Canadian  Pacific  Railway  Co 1903 

Chicago  &  Northwestern  Railway  Co 1901 

Chicago,  St.  Paul,  Minneapolis  &  Omaha 
Railway  Co 1906 

'  This   list,   originally  part   of   the   report   of  the   Merchant's  Association, 
has    many    additions    by   the    editor   of    this    book. 
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DATE  OF 
ESTABLISHMENT 

Delaware,  Lackawanna  &  Western  Railroad 

Co 1902 

Grand  Trunk  Railway  Co.  of  Canada 1908 

Great  Northern  Railway  Co 1916 

Houston  &  Texas  Central  Railroad  Co  . . .  1903 

Illinois  Central  Railroad  Co 1901 

Minneapolis,   St.   Paul  &  Sault  St.   Marie 

Railway   Co 1910 

Nashville,      Chattanooga      &      St.      Louis 

Railway    1914 

New  York  Central  Lines 1910 

New  York,  Chicago  &  St.  Louis  Railroad 

Co    1914 

Norfolk  &  Western  Railway  Co 1917 

Pennsylvania  Railroad 1900 

Philadelphia  &  Reading  Railway  Co 1902 

Rock  Island  Lines 1910 

San    Antonio    &   Arkansas    Pass    Railway 

Co    

Southern  Pacific  Co   1903 

Union  Pacific  System 1903 

Western  Maryland  Railroad  Co 1916 

Confidential    1914 

Confidential   1917 

Confidential    1916 

Transit  Companies 

The  Denver  Tramway  Co 

Interboro   Rapid  Transit  Co.,   New  York 

City 1916 

Newport  News  &  Hampton  Railway,  Gas 

&  Electric  Co 1915 

New     York     Railway     Co.,     New     York 

City  ' f  1912 

1(1916) 
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DATE  OF 
ESTABLISHMENT 

Omaha   cS:   Council    Bluffs    Street    Railway 
Co    

Philadelphia  Rapid  Transit  Co I     ^^^^ 

U1918) 
Rock  Island  System   1910 

Syracuse  &  Suburban  Railroad  Co  

Third  Avenue  Railway  System,  Inc.,  New 

York  City   .'...' 1916 

Twin  City  Rapid  Transit  Co.  (Minneapolis.  1915 

United  Railways  Co.   (St.  Louis) 1915 

Washington  Railway  &  FJectric  Co.,  D.C..  1907 

Confidential    1914 

Gas  and  Electric  Companies 

Edison      Electric      Illuminating      Co.      of 
Boston    1913 

Boston  Consolidated  Gas  Co 

Commonwealth  I'.dison  Co.,  Chicago 1912 

Consolidated  Cias,  L'Jt-ctric  Light  &   Power 

Co.    Baltimore    1912 

Consolidated   Gas   Co.  of  New   York.   . . . 

Niagara  Falls  Power  Co 1911 

Peoples  Gas,  Light  &  Coke  Co 

Philadelphia  Electric  Co 1911 

Philadelphia  Gas  &  Electric  Co 191] 

Chas.  H.  Tenney  &  Co..  Engineers   (New 

England  Gas  and  Electric  Corporations).     1911 
General  Electric  Company 1918 

Southern     California     Edison     Co.     Los 
Angeles 1919 

Newport  News  &  Hampton   Rlwy.,  (;as  & 
Electric  Co 191 5 
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DATE  OF 
ESTABLISHMENT 

xMlSCELLANEOUS    PUBLIC    UTILITIES 

American  Telephone  &  Telegraph  Co 1913 

Kansas  City  Telephone  Co 1913 

Niagara  Falls  Power  Co 1919 

Public  Service  Corporation  1911 

Western  Union  Telegraph  Co 1916 

Manufacturing  and  Commercial  Concerns 

American  Chain  Co 1919 

Am.  Smelting  &  Refining  Co.  (Copper)    . .  1913 

American  Sugar  Refining  Co 1912 

Brown  &  Sharpe  Mfg.  Co 1920 

J.  L  Case  Threshing  Machine  Co 1915 

Cheney   Bros.    (Silk  Manufacturers) 1910 

Cleveland      Cliffs      Iron      Co.       (Refined 

Chemical  Products)    1909 

Cleveland  Metal  Products  Co.  (Oil  Stoves, 

Cooking  Utensils,  etc.)   1918 

Colorado  Fuel  &  Iron  Co 1917 

Crane  Co.  (Valve  Fittings)   1916 

Manufacturing  and  Commercial  Concerns 

Crompton  &  Knowles  Loom  Works  ( Loom 

Mfrs.)    1916 

Deere  &  Co.  (Agricultural  Implements)   . .  1918 

E.  I.  du  Pont  de  Nemours  &  Co 1916 

Elgin  National  Watch  Co 

Fairbanks,  Morse  &  Co.  (Scales,  Engines, 

etc.)    1917 

General   Electric   Co.    (Electrical   Machin- 
ery)     

General  Fire  Extinguisher  Co 1914 

Gilbert  &  Barker  Mfg.  Co.   (Oil  Storage 

^^^^"^"^  {(ml) 
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DATE  OF 
ESTABLISHMENT 

B.  F.  Goodrich  Co.  (Rubber  Goods)   ....  1915 

Goodyear  Tire  &  Rubber  Co 1915 

Gorham  Mfg.  Co.  (Silverware)   1903 

F.     C.     Huyck     &     Sons     ( Papermakers' 

Felt)   1911 

International  Harvester  Co 1908 

International  Silver  Co 1912 

Kimberly-Clark  Co.   (Paper  Mfrs.) 1915 

Landers,     Frary     &     Clark     (Cutlery     & 

Hardware)    ". 1916 

Midvale   Steel   &   Ordnance  Co 1919 

Murphy  Varnish  Co 1919 

A.  E.  Nettleton  Co.  (Shoe  Mfrs.) 1914 

Newport  News  Shipbuilding  &  Dry  Dock 

Co   1915 

Otis  Elevator  Co 

Parke  Davis  &  Co 1910 

Phoenix  Horseshoe  Co 1917 

Procter  &  Gamble  Co.  (Soap  Mfrs.)   . . .  /  '^^^^ 

1(1918) 
M.    Reischmann    &    Sons,    Inc.    (Wooden 

Tables) 

Sherwin-Williams  Co.   (Paint  Mfrs.) 1911 

Stanley  Rule  &  Level  Co.  (Awls,  Readers, 

etc.) 1916 

Studebaker  Corporation   1919 

Sullivan  Machinery  Co 1915 

Talbot  Mills  (Woolens)   1903 

United  States  Rubber  Co 1917 

U.  S.  Steel  Corporation 1910 

Victor  Talking  Machine  Co   1913 

Virginia  Bridge  &  Iron  Co 1914 

R.   Wallace   &   Sons   Mfg.   Co.    (Brushes, 

Knives,  etc.)   1912 

Western  Electric  Co   1913 
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DATE  OF 
ESTABLISHMENT 

Westinsfhouse  Air  Brake  Co C 

J  (1915) 

VVestinghouse  Electric  &  Mfg.  Co ^  1915 

J.    H.    Williams    &    Co.     (Drop    Forged 

Specialties)    1914 

Winchester  Repeating  Arms  Co 1915 

Wurlitzer,  Rudolph  Co   

Confidential   1913 

Confidential    \  ^^^ 

(  (1914) 

Confidential    1915 

Confidential    1910 

Confidential    1908 

Confidential 1913 

Banks 

Bank  of  Hamilton,  Canada 1911 

Banco  Nacional  de  Cuba  (Bank  of  Cuba  in 

N.Y.) 

Bank  of  Long  Island 1917 

Bankers  Trust  Co.,  N.Y.C 1913 

Central    Savings    Bank   of   N.Y 

Central  Trust  Co.  of  Illinois  (Chicago)    .  .  1918 

Citizens  Savings  Bank,  N.Y.C 

Columbia  Trust  Co.,  N.Y.C 1915 

Commercial  Trust. Co.  of  N.J 1916 

Farmers     &     Mechanics     Savings     Bank 

(MinneapoHs)   1912 

First  National  Bank  (Chicago)  1899 

First  National  Bank,  N.Y.C 1911 

First  &  Old  Detroit  National  Bank 1915 

Empire  Trust  Co.,  New  York  City 1919 

Guaranty  Trust  Co.,  N.Y.C 1914 

Guardian  Savings  &  Trust  Co.,  N.Y.C.  . . .  1913 

Live  Stock  National  Bank,  Omaha 1917 
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DATE  OF 
ESTABLISHMENT 

National  Bank  of  Commerce,  N.Y.C 1913 

National  Bank  of  Cuba  

National  City  Bank,  N.Y.C 1912 

National  Shawmut  Bank  of  Boston 

Northwestern  National  Bank,  Minneapolis  J    ^^^^ 

( ( 1920) 
Philadelphia  Trust  Co   

Speyer  &  Co.,  N.Y.C 1906 

Union      Savings      Bank     &     Trust     Co. 

(Cincinnati)    1911 

Union  Trust  Co.  (Chicago) . . .  (Amended)     1918 
Confidential    191 1 

Insurance  Companies 

Continental  Insurance  Co   

Northwestern  Mutual  Life  Ins.  Co 1915 

Metropolitan    Life    Ins.    Co. 

Equitable   Life  Ass.   See.  of  U.S 

Prudential  Insurance  Co.  of  America 


DATE  OF 
ESTABLISHMENT 

.Sprague-Warner    &    Co.     (Wholesale 

Grocers)     1915 

Standard  Oil  Co.  (California)   1918 

Standard  Oil  Co.  (Kansas) 1918 

Standard  Oil  Co.  (Kentucky)    1918 

Standard  Oil  Co.   (Nebraska)    1918 

Standard  Oil  Co.  (New  Jersey)    

Standard  Oil  Co.  (New  York)  1919 

Swift  &  Co.  (Packers)   

Tide  Water  Oil  Co 1914 

Vermont  Marble  Co 1913 


Miscellaneous  Concerns 

Allen,  S.  L.  &  Co 

Armour  &   Co.    (Packers)    1911 

Butler  Bros.  (Wholesale  Merchandise)    . .     1909 

Darling  &  Co 1920 

Hibbard,  Spencer,  Bartlett  Co.  (Wholesale 

Hardware)    1905 

Holmes   Electric   Protective   Co.    (Electric 

Burglar  Protection)      1915 

Houghton-Mifflin  Co.  (Publishers)    

Marshall-Wells  Co.  (Wholesale  Grocers) . . 
Montgomery  Ward  &  Co.  (Merchandise).      1914 

Morris  &  Co.  ( Packers)  1909 

Old  Dominion  Steamship  Co 1903 

Pittsburgh  Coal  Co 
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PART   IV 


CHAPTER  XVI 

INCENTIVES  IN  RETAIL  STORES 


THE  BASES  USED  BY  DEPARTMENT  STORES 
IN  ESTABLISHING  WAGE-RATES  ^ 

The  practice  of  large  department  stores  at  present 
is  to  use  the  cost  of  living  as  the  principal  base  for 
establishing  minimum  starting  rates  for  inexperienced 
adult  workers.  The  margin  in  a  starting  rate  above  this 
minimum  is  influenced  at  any  given  time  by  the  demand 
and  supply  of  workers,  and  by  the  desire  of  a  store  to 
attract  workers  of  a  given  type.  Some  years  ago,  the 
base  used  almost  solely  by  the  large  stores  for  starting 
rates  was  the  payment  of  merely  what  the  market  con- 
ditions required.  The  change  in  policy  has  been  effected 
not  only  by  the  general  use  of  the  cost-of-living  base  by 
state  minimum  wage  commissions  in  formulating  wage 
standards  for  retail  stores,  but  also  by  the  recognition  of 
managers  that  a  store  cannot  continue  to  attract  and 
retain  the  type  of  worker  necessary  to  render  the  intel- 
ligent service  that  customers  demand  unless  it  pays  a 
starting  wage  that  represents  at  least  the  cost  of  living. 

Some  stores  now  pay  a  starting  rate  to  inexperienced 
workers  that  represents  a  substantial  advance  over  the 
established  legal  minimum  wage.  This  is  done  on  the 
theory  that,  with  labor  as  with  merchandise,  one  gets  in 
results  precisely  what  one  pays  for,  provided  the  workers 
are  selected  with  discrimination.  Occasionally  a  large 
store  in  a  given  city  can  consistently  follow  this  practice 
and  select  a  higher  than  average  type  of  worker.    How- 
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ever,  individual  stores  in  large  cities  that  wish  to  pay 
more  than  the  customary  starting  rate  frequently  meet 
with  a  practical  difficulty  in  following  this  policy.     Be- 
cause of  the  keen  competition  among  the  larger  stores, 
each  is  alert  to  see  that  no  individual  store  solely  enjoys 
the  advantage  of  getting  the  pick  of  the  applicants  for 
work  by  paying  a  premium  initial  rate.    This  keenness  in 
competition  for  workers  was  especially  manifest  during 
the  war  and   immediately  after  the  armistice.     When- 
ever certain  stores  were  unable  to  attract  sufficient  ap- 
plicants, it  was  the  custom  in  some  cities  where  competi- 
tion for  labor  was  keen  to  ''shop"  other  stores  occasion- 
ally by  assigning  professional  shoppers  to  the  task  of 
ascertaining  what  rates  were  being  paid  and  if  the  work- 
ing conditions   were   especially  appealing  in  the   stores 
which  had  the  most  success  in  securing  workers.   There- 
fore, because  of  this  existing  business  rivalry,  when  one 
store  starts  the  practice  of  raising  the  general  starting 
rate,  the  other  stores  usually  follow  suit,  especially  when 
desirable  workers  are  not  too  plentiful.     As  a  conse- 
quence, this  competition  usually  results  in  all  stores  of 
the  same  class  oflFering  about  the  same  rate. 

Wide  Adoption  of  Individual  Productivity  Basis 

During  the  first  month  of  employment  inexperienced 
workers  in  most  stores  are  paid  a  straight  weekly  wage. 
It  is  the  desire  of  store  managers,  however,  to  establish 
for  each  person,  as  soon  as  practicable,  a  definite  re- 
lationship between  the  weekly  wage  paid  and  the  pro- 
ductivity of  the  worker.     Individual  productivity,  there- 
fore, wherever  the  nature  of  the  work  permits  it,  is  the 
base  that  is  used  by  most  of  the  larger  stores  for  deter- 
mining the  wage  of  each  experienced  individual.    In  sell- 
ing positions,  productivity  is  expressed  not  only  in  terms 
of  the  total  value  of  sales  but  also  in  the  number  of  sales 
or  transactions  that  have  been  made  by  an  individual  and 
the  average  amount  of  each  sale.    The  use  of  the  number 


of  transactions  and  the  average  amount  of  each  sale  as 
measures  of  the  efficiency  of  a  salesperson  has  increased 
during  the  past  two  years,  and  the  recent  drop  in  retail 
prices  has  made  the  use  of  all  three  of  these  factors 
especially  valuable  in  determining  wages.  This  drop  in 
prices  has  made  it  necessary  to  sell  1 5  per  cent  to  25  per 
cent  more  pieces  to  approach  the  same  sales  figures  that 
were  attained  before  the  price  recessions. 

In   the   non-selling  positions,   although   most   of   the 
workers  are  still  paid  a  weekly  wage  that  is  not  directly 
related  to  a  measured  output,  wherever  it  is  possible  to 
devise  a  unit  for  measuring  directly  the  productivity  of 
the  workers,  this  is  established  and  the  wage  paid  on  that 
basis.     For  instance,  in  office  work  the  measuring  unit 
may  be  the  number  of  credit  authorizations  made;  the 
number  of  invoices  billed;  or  the  number  of  lines  that 
have  been  typed.    This  productivity  basis  for  determining 
individual  wages  has  given  the  most  satisfactory  result 
in  both  selling  and  non-selling  positions.     It  has  resulted 
not  only  in  stabilizing  store  forces  by  rewarding  individ- 
uals precisely  in  accordance  with  their  efforts,  but  it  has 
also  enabled  store  managements  to  control  their  payroll 
expense  so  as  to  keep  it  proportionately  reasonable.^  To 
respond  to  the  public  demand  that  the  costs  of  distri- 
bution be  kept  at  a  reasona1)le  level,  store  managers  must 
constantly  watch  payroll   expense,  since  this  is  usually 
approximately  55  per  cent  of  all  operating  expenses.  ^ 

Where  the  employee  is  to  be  continued  for  some  time 
on  a  straight  salary  the  practice  of  most  large  stores  is 
to  review  the  work  of  the  employee  after  one  month's 
service.  The  purpose  of  such  a  review  is  quickly  to 
discover  the  worker  who  is  not  making  progress  and  to 
meet  this  situation  either  by  additional  instruction,  trans- 
fer to  another  position  or  even  dismissal.  This  review 
at  the  end  of  one  month  is  deemed  necessary,  also,  to 
adjust  the  rate  of  unusually  promising  employees,  since 
experience  has  shown  that  it  is  necessary  to  make  this 
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adjustment  a  few  weeks  after  employment  in  order  to 
correct  the  element  of  "guess"  as  to  the  value  of  a  par- 
ticular employee  contained  in  the  average  starting  rate. 
Mnally,  this  prompt  review  of  all  new  employees  with 
the  resulting  raises  reduces  labor  turnover.  An  analysis 
of  turnover  figures  furnished  by  a  group  of  stores 
showed  at  one  time  that  one-third  of  all  employees  who 
had  left  their  positions  had  done  so  within  the  first 
month  of  employment.  After  following  for  a  year  the 
policy  of  consistently  reviewing  all  new  employees  within 
the  first  month  of  employment,  the  turnover  figures  of 
the  same  stores  showed  that  only  one-fifth  of  all  who 
left  did  so  within  the  first  month. 

Selling  Cost  Basis 

In  regard  to  selling  positions  most  stores  base  their 
wages  on  a  selling  cost  base.  This  base  is  the  per  cent 
representing  the  relation  of  total  wages  paid  in  a  selling 
department  to  the  total  sales  made.  In  a  department  sell- 
ing $3,000  of  merchandise  a  week  with  six  salespersons 
whose  wages  average  $25  a  week  or  a  total  of  $150,  the 
selling  cost  is  5  per  cent.  This  per  cent  is  relatively  low 
in  the  departments  where  the  average  sale  is  high,  such 
as  in  departments  selling  dresses  or  coats  and  suits.  It 
is  relatively  high  where  the  average  sale  is  low,  such  as 
in  the  notion  and  pattern  departments.  The  selling  ex- 
pense in  departments  selling  dresses  or  coats  and  suits 
will  range  from  3  per  cent  to  4^/2  per  cent,  whereas  in 
departments  selling  notions  or  patterns  the  wage  cost  or 
selling  per  cent  will  range  from  7j/^  per  cent  to  12  per 
cent.  Generally  speaking,  individual  wages  are  high  in 
the  departments  where  the  selling  cost  per  cent  is  low 
and  they  are  relatively  low  where  the  selling  cost  per 
cent  is  high.  The  simplicity  of  the  transaction  in  de- 
partments like  those  in  which  notions  and  patterns  are 
sold  permits  the  employment  of  relatively  young  and 
inexperienced  salespeople  at  the  lower  wage-rates..     In 


women's  ready-to-wear  departments,  however,  since  the 
sales  involve  a  considerable  outlay,  most  stores  endeavor 
to  maintain  mature,  experienced  salespeople  who  can 
give  customers  expert  advice  and  counsel  as  to  the  appro- 
priate wearing  apparel  they  should  have.  This  service 
is  being  increasingly  demanded  by  customers  and  can 
be  given  only  by  well-paid  discriminating  salespeople 
experienced  in  apparel  selling. 

The  department  selling  cost  is  usually  determined  on 
a  six  months'  season  basis.    At  the  end  of  each  season, 
the  rates  of  individual  salespeople  are  adjusted  on  their 
productivity   showing,   precisely   in   proportion   to   their 
having  sold  at  the  average  department  rate  or  lower.  In- 
dividual sales  quotas  are  determined  by  dividing  the  de- 
partment rate  into  the  weekly  salary  of  each  salesperson. 
An  experienced  salesperson  earning  $30  a  week  who  sells 
in  a  5  per  cent  department  is  expected  to  sell  at  least 
$600  a  week  to  maintain  her  position  at  this  wage.    Al- 
though allowance  is  made  for  seasonal  fluctuations,  if 
she  consistently  sells  less  than  this  amount  for  a  number 
of  weeks,  resulting  in  a  higher  selling  rate,  efforts  are 
made  to  stimulate  her  sales  so  that  she  can  maintain  her 
position  at  the  average  department  rate.    If  she  sells,  say 
$750  a  week,  however,  resulting  in  a  selling  cost  of  only 
4  per  cent,  which  would  be  1  per  cent  lower  than  the  de- 
partment average,  her  salary  is  generally  increased  pro- 
portionately so  that  there  will  be  a  consistent  and  a  direct 
relation  between  her  earnings  and  the  department  rate. 
The  foregoing  describes  the  method  of  paying  and 
adjusting  individual  wages  in  stores  employing  a  straight 
salary  wage  plan.    Under  this  plan  a  salesperson  is  as- 
sured the  same  income   for  each  week.     The  diligent 
worker  may  not  always  be  immediately  paid  the  exact 
amount  she  may  earn  over  and  above  her  salary,  pending 
the  adjustment  of  her  regular  wage,  and  to  this  extent 
the  straight  salary  plan  may  be  open  to  criticism.     On 
the  other  hand,  however,  under  this  plan  the  worker  is 
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not  forced  to  make  np  the  deficit  when  her  earnings  are 
less  than  the  salary  she  receives.  In  the  case  of  inex- 
perienced workers  the  earnings  invariably  are  less  during 
the  first  few  weeks  of  employment,  and  at  certain  dull 
periods  even  many  experienced  workers  are  unable  to 
sell  their  quota  and  earn  their  rate. 

Variations  in  the  Commission  Plan 

Where  salespeople  work  under  a  straight  commission 
plan,  arrangements  are  usually  made  with  them   for  a 
weekly  drawing  account  that  represents  about  80  per  cent 
of  their  earnings.     The  balance  is  paid  in  commissions 
and  these  commissions  sometimes  are  paid  only  once  a 
month,  although  many  stores  pay  the  commissions  week- 
ly.    Under  the  straight  commission  plan,  salespeople  are 
paid  precisely  what  they  earn.     A  furniture  or  clothing 
salesman  working  under  a  5  per  cent  straight  commission 
plan  may  have  a  weekly  drawing  account  of  $40.     If  he 
sells  over  his  quota  and  actually  earns  $50,  the  extra  $10 
a   week   is   paid   the    following   week   or   the    following 
month.  If,  however,  he  earns  only  $35,  the  regular  week- 
ly drawing  account  of  $40  is  paid  but  the  deficit  of  $5 
is  deducted  from  any  commissions  earned  above  his  reg- 
ular weekly  drawing  account  in  subsequent  weeks,  and 
the  balance,  if  any,  is  paid  as  a  commission. 
*^        The  theory  of  the  commission  plan  is  that  the  direct 
relation  between  a  sale  and  the  payment  of  a  percentage 
of  the  sale  in  a  wage,  acts  as  the  most  potent  incentive 
for  salespeople  to  sell  diligently.     It  is  not  favored  by 
some  store  managements,  however,  because  it  is  felt  that 
an  employee's  success  in  an  organization  should  depend 
not  on  sales  alone  but  also  on  other  personal  factors ;  and 
that  a  commission  plan  is  unsatisfactory  because  it  does 
not  permit  evaluating  anything  else  in  an  employee  but 
the  ability  to  sell  merchandise.     When  determining  in- 
dividual wages  of  salespersons,  some  stores  which  wish 
to  consider  such   factors  as  length  of  service,  coopera- 


tiveness,  promptness  and  steadiness  in  attendance,  ver- 
satility, loyalty  and  leadership  qualities,  feel  that  these 
factors  can  best  be  evaluated  under  a  straight  salary  plan. 
To  provide  some  incentive,  however,  for  increasing  sales, 
it  is  the  practice  of  a  number  of  large  stores  to  pay  a 
small  commission  on  all  sales  in  addition  to  the  weekly 
salary.  This  commission  frequently  is  1  per  cent,  and 
it  may  represent  an  increase  of  10  per  cent  to  20  per  cent 
over  the  regular  weekly  salary. 

William  Filene's  Sons  Company,  Boston,  after  ex- 
perimenting with  various  wage  plans  for  several  years, 
now  pay  all  salespeople  a  straight  salary  which  is  based 
on  the  average  selling  cost  percentage  of  the  various 
departments.  In  addition  to  this,  however,  a  commis- 
sion is  paid  on  all  sales.  This  commission  varies  from 
3/4  of  1  per  cent  to  1^  per  cent  in  the  various  depart- 
ments. Usually  a  bonus  percentage  of  this  sort  repre- 
sents about  one-fifth  of  the  actual  selling  cost  of  a  de- 
partment. Filene's  feel  that  it  is  necessary  to  have  this 
commission  percentage  vary  in  order  to  make  it  possible 
to  pay  a  commission  in  departments  with  a  small  aver- 
age sale  that  will  be  substantial  enough  to  act  as  an 
eflFective  incentive  for  salespeople  in  these  departments 
to  increase  their  sales.  The  disadvantage  of  paying  a 
uniform  percentage  of  bonus  in  all  departments  will  be 
appreciated  when  it  is  realized  that  the  average  sale 
in  a  notion  department  in  many  stores  will  be  approxi- 
mately only  50  cents,  whereas  the  average  sale  in  depart- 
ments selling  women's  coats  and  suits  will  range  from 
$50  to  $65,  depending  on  the  character  of  merchandise 
that  a  store  carries.  In  the  notion  department  the  average 
salesperson  will  handle  five  or  six  hundred  transactions 
per  week,  whereas  in  departments  selling  coats  and  suits 
the  number  of  transactions  per  salesperson  throughout 
the  year  will  average  only  from  twenty-five  to  thirty- 
five  a  week.  At  Filene's,  the  commission  on  all  sales  is 
paid   weekly  in  a  separate  envelope,   since  this  method 
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of  paying  the  commission  is  effective  in  impressing  sales- 
people with  the  constant  relationship  tliat  must  exist 
between  the  wages  the}-  earn  and  the  sales  the\-  make. 
The  plan  in  effect  at  Filene's  has  i)r()ved  to  be  very 
satisfactory  to  the  employees,  \\1iile  it  attempts  proper- 
ly to  "weight"  the  sales  factor,  it  also  permits  a  con- 
sideration of  other  factors.  This  is  provided  for  at 
Filene's  by  a  periodical  rating  of  all  employees  on  such 
traits  as  (1)  mental  qualifications;  (2)  technical  ability; 
and  (3)  personality,  health  and  general  value  to  the 
company. 

An  Effective  Wage  Flax  in  Operation 

One  of  the  most  interesting  wage  payment  plans  for 
department  store  workers  is  that  in  effect  at  the  Joseph 
Home  Company  store  at  Pittsburgh.  Because  this  wage 
plan  has  been  in  effect  for  something  over  twelve  years 
and  has  functioned  satisfactorily  both  in  dull  and  pros- 
perous seasons,  it  has  been  the  object  of  considerable 
study  by  many  other  department  store  managements.  The 
plan  commends  itself  because  it  is  simple  in  operation;  it 
is  easily  understood  by  employees ;  it  shows  the  compar- 
ative worth  of  individuals  at  all  times;  and  it  provides 
for  the  adjustment  of  salaries  on  an  individual  produc- 
tivity basis  at  regular  intervals. 

When  salespeople  are  engaged,  they  are  paid  the  go- 
ing rate  paid  by  the  better  class  of  large  stores  and  the 
method  of  adjusting  salaries  is  explained  to  them.  After 
thorough  training,  they  are  given  their  weekly  sales  quota 
and  placed  at  work.  After  two  months  their  sales  are 
reviewed  and  salaries  are  increased  if  the  sales  during 
this  probationary  period  justify  it.  New  quotas  are  then 
given  based  on  the  increased  rate.  Thereafter,  salaries 
of  the  salespeople  are  adjusted  in  February  and  August 
of  each  year.  The  total  salaries  paid  in  each  department 
for  the  six  months  preceding  February  and  August  are 
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divided  by  the  total  sales  of  the  respective  departments 
for  the  same  period  to  ascertain  the  average  cost  per  cent 
for  selling.  The  average  weekly  sales  of  each  sales- 
person are  then  computed  for  the  six  months  and  mul- 
tiplied by  the  department  rate  to  find  what  each  one  has 
earned.  If  the  sales  of  an  individual  warrant  a  higher 
salary  than  she  is  receiving,  her  salary  is  increased  ac- 
cordingly. If  she  has  not  earned  her  salary,  she  is  not 
reduced  but  is  interviewed.  At  this  interview  her  record 
is  shown  and  she  is  requested  to  make  an  effort  to  bring 
up  her  sales.  At  the  expiration  of  the  following  six 
months  if  the  salesperson  is  not  earning  her  salary,  she 
is  then  given  a  trial  in  some  other  department  or  is  dis- 
missed. 

In  some  departments  experience  has  shown  that  sales- 
people will  occasionally  run  behind  their  rate  the  first 
six  months  and  ahead  of  their  salary  the  second  six 
months.  In  such  cases  their  ''worth"  is  averaged  for 
the  year  and  adjustments  made  on  that  basis.  In  addi- 
tion to  the  above  salary  arrangement,  which  is  based 
on  the  productivity  of  the  individual,  a  sales  bonus  is 
paid  March  1  and  September  1  on  individual  sales  in 
excess  of  quotas  at  the  department's  average  selling 
per  cent  for  the  corresponding  period  of  the  preceding 
five  years.  Under  this  arrangement  all  salespeople  are 
afforded  an  opportunity  to  earn  a  bonus  in  addition  to 
their  regular  salaries. 

Although  a  majority  of  the  larger  stores  base  their 
wages  of  salespeople  primarily  on  the  productivity  basis, 
consisting  of  the  number  and  the  amount  of  sales  in  a 
given  period,  many  stores  take  other  factors  into  con- 
sideration in  determining  individual  rates.  Through  the 
use  of  rating  plans  which  provide  for  rating  employees 
periodically  on  such  subjects  as  attendance,  courtesy, 
suggestions,  accuracy  and  cooperativeness,  an  effort  is 
made  to  "weight"  and  evaluate  these  qualities  also  in 
salespeople. 
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Productivity  Bases  for  Non-Selling  Groups 

The  satisfactory  results  obtained  from  the  use  of  the 
individual  productivity  bases  for  salespersons'  v^ages  has 
directed  the  attention  of  store  managers  recently  to  the 
use  of  the  same  basis  for  non-selling  groups  composed 
of  clerical  workers,  stock-room  people,  delivery  workers, 
etc.  A  number  of  stores  through  time  studies  have  es- 
tablished a  measure  of  the  work  in  these  non-selling 
positions  and  used  this  information  to  establish  standards 
for  a  proper  day's  work.  Some  stores  have  based  their 
wages  on  definite  tasks  and  are  paying  a  money  incentive 
to  the  workers  who  surpass  them.  A  large  department 
store  in  Canada  has  established  in  its  delivery  depart- 
ment a  quota  of  three  hundred  parcels  per  driver  per 
day  as  an  excellent  day's  work.  Their  drivers  are  paid 
a  bonus  of  1 3/2  cents  for  every  parcel  delivered  above 
this  quota.  It  is  claimed  that  this  bonus  arrangement 
has  resulted  in  their  delivery  department's  being  able  to 
take  care  of  a  26  per  cent  increase  in  parcels  with  no 
increase  in  force  or  equipment.  In  the  month  of  De- 
cember, when  deliveries  are  heavy,  drivers  make  from 
S25  to  $35  in  parcel  bonuses  for  the  month,  although  the 
average  bonus  earned  during  other  times  is  approxi- 
mately $3  to  $4  a  week.  The  management  of  this  store 
states  that  the  parcel  bonus  has  saved  much  expense  for 
them  and  has  in  addition  promoted  harmony  and  con- 
tentment among  their  drivers  because  of  the  additional 
money  they  have  earned. 

A  large  Boston  store  pays  a  bonus  to  its  parcel  wrap- 
pers for  all  parcels  wrapped  over  a  certain  quantity.  The 
tasks  were  set  after  the  average  daily  production  of  each 
wrapper  over  a  ])eriod  of  months  had  been  ascertained. 
If  the  first  task  is  exceeded,  a  payment  of  25  cents  per 
day  is  made ;  for  exceeding  the  second  task,  35  cents  per 
day  is  paid  and  50  cents  a  day  for  exceeding  the  third. 

At  William  Filene's  Sons  Company  the  billing 
machine  operators,  who  are  girls,  are  paid  on  a  piece- 


work basis  of  one  cent  a  sales  check  on  all  checks  ac- 
curately billed  to  charge  customers  in  excess  of  a  certain 
amount.  Regular  weekly  salaries  for  each  operator  are 
established.  An  operator  earning  $25  a  week  is  expected 
to  bill  twenty-five  hundred  checks  and  she  is  paid 
at  the  rate  of  one  cent  a  check  for  billing  any  quantity 
over  her  quota.  A  penalty  of  10  cents  each  is  imposed 
for  errors. 

In  a  large  department  store  in  Ohio  the  billers  are  all 
expected  to  bill  at  least  seventy-five  hundred  checks  per 
month,  since  experience  has  shown  this  to  be  a  fair 
month's  work  in  this  store.  Bonuses  are  paid,  however, 
for  exceeding  this  quota  at  varying  rates  depending  on 
the  quantity  up  to  75  cents  per  one  hundred  for  billing 
over  ten  thousand  checks. 

Attempts  to  Regulate  Seasonality  and  Other 

Wage  Factors 

One  of  the  most  perplexing  factors  that  store  man- 
agers must  keep  in  mind  in  formulating  any  wage  plan 
is  the  seasonal  fluctuation  of  sales  on  which  wages  are 
based.     One-quarter  of  the  year's  business  may  be  done 
in  November  and  December  and  only  approximately  one- 
tenth  or  one-eighth  may  be  done  in  June  and  July.     A 
plan  that  will  yield  each  worker  a  good  salary  in  months 
when   business    is    brisk   may    have   quite    disappointing 
results  in  other  months.     It  is  not  by  any  means  a  simple 
management  task  to  devise  for  ali  departments  a  plan 
that   will  provide  a  constant  weekly  wage  return  suffi- 
cient to  retain  ambitious  workers.     A  wage  plan  that  is 
too  closely  related  to  sales  in  a  store  which  has  marked 
fluctuation  in  its  sales  volume  each  month,  may  fail  to 
hold  workers  in  the  relatively  dull  months. 

This  seasonal  fluctuation  necessitates  not  only  con- 
•stant  studv  and  manipulation  of  individual  sales  quotas 
but  also,  at  times,  a  strategic  manipulation  of  the  entire 
store  force.     This  is  because  a  drop  in  sales  will  result 
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in  expensive  overmanning  and  overmanning,  in  addition, 
w'\\\  immediately  depress  the  earnings  of  salespeople  if 
they  are  paid  a  wage  that  is  closely  related  to  the  volume 
of  business  that  is  done  in  a  department.  Efforts  are 
being  constantly  made  by  department  store  managers  to 
flatten  the  seasonal  peaks  and  valleys,  but  the  seasons  of 
the  year  and  fixed  purchasing  habits  tend  to  make  it  very 
difficult  to  change  materially  this  problem  of  seasonality 
and  it  vvrill  continue  to  be  a  bothersome  factor  in  estab- 
lishing wage-rates  that  are  satisfactory  to  the  employee 
and  fair  to  the  management,  both  in  dull  and  busy 
periods. 

It  is  the  practice  of  some  stores  to  make  no  change 
in  the  basis  of  a  wage-rate  before  thoroughly  discussing 
the  proposed  change  in  advance  with  the  group  of  em- 
ployees affected,  and  then  making  changes  only  after  the 
conditions  have  changed  under  which  an  existing  rate 
was  established.  In  a  few  stores,  moreover,  an  attempt 
has  been  made  not  only  to  pay  a  fair  individual  rate  but 
to  pay,  in  addition,  a  group  bonus  wherever  the  payment 
of  this  results  in  developing  a  departmental  esprit  de 
corps.  For  instance,  in  the  jewelry  department  of  one 
large  store,  individual  salaries  are  adjusted  on  the  basis 
of  individual  sales  but,  in  addition,  a  group  bonus  is  paid 
on  all  sales  made  in  the  department.  This  lump  sum  is 
divided  equally  among  the  various  salespeople  in  the  de- 
partment and  it  has  resulted  in  correcting  to  some  ex- 
tent the  dissatisfaction  that  existed  when  bonuses  were 
paid  merely  on  individual  sales.  If  a  customer  spent  con- 
siderable time  inspecting  an  expensive  ring,  but  deferred 
making  the  purchase  on  the  first  visit,  on  the  subsequent 
visit  it  frequently  happened,  during  the  lunch  hour,  that, 
when  the  customer  called  again  with  her  mind  made  up 
to  buy,  the  sale  was  effected  and  a  substanial  commission 
earned,  under  the  former  plan,  by  a  different  salesperson 
from  the  one  who  had  spent  so  much  time  in  developing 
her  initial  interest  in  the  merchandise.     Naturally  this 
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situation  caused  the  first  salesperson  to  become  dissatis- 
fied. 

The  group  bonus  plan  has  equalized  earnings  in  the 
department  to  some  extent  and  it  has  also  corrected  the 
former  dissatisfaction  that  was  caused  by  certain  sales- 
persons getting  the  most  sales  because  of  their  better 
stations  in  the  department.  It  is  the  custom  in  some 
stores  to  permit  the  long  service  salespeople  to  occupy 
certain  stations  that  may  be  especially  strategic  for  mak- 
ing sales. 

In  a  large  department  store  in  St.  Louis  good  restilts 
in  developing  store  spirit  have  been  achieved  by  paying 
a  1  per  cent  bonus  on  all  sales,  provided  the  business  of 
the  store  is  increased  $100,000  each  month.  Thus  the 
management  shares  with  employees  a  portion  of  its  gains 
from  increased  sales  and  assists  in  emphasizing  to  the 
salespeople  the  direct  relationship  between  a  store's  abil- 
ity to  pay  good  wages  and  an  increase  in  sales. 

Productivity  Base  for  Buyers'  Salaries 

The  salaries  of  buyers  also  have  a  productivity  base. 
The  buyer's  salary  or  drawing  account  frequently  repre- 
sents 1  per  cent  or  1^  per  cent  of  the  sales  of  a  depart- 
ment for  the  preceding  year.  In  certain  departments, 
however,  and  also  under  certain  unusual  conditions,  such 
as  when  exceedingly  competent  buyers  are  engaged  to 
build  up  weak  departments,  the  buyer's  salary  may  rep- 
resent as  much  as  2  per  cent  or  3  per  cent  of  the 
annual  net  sales.  Frequently,  bonuses  of  1  per  cent  or 
\y2  per  cent  are  given  in  addition  on  increased  sales. 
Of  all  department  store  executives,  buyers  are  always 
in  the  most  advantageous  position  to  effect  the  most 
satisfactorv  salary  arrangement  with  store  managers. 
The  technical  information  of  a  successful  buyer  can  be 
utilized  in  practically  any  other  store.  His  constant  tnps 
to  the  market  enable  him  to  make  contacts  that  frequent- 
ly lead  to  better  opportunities  and  the  salary  offered 
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is  usually  sufficiently  attractive  to  induce  him  to  ^o  to 
almost  any   section   of  the   country  he   desires. 

From  the  foregoing,  it  will  be  clear  that  store  man- 
agers in  determining  buyers'  and  experienced  sales- 
peoples'  wages  usually  use  as  the  primary  consideration 
the  amount  of  sales  made.  In  determining  the  wages  of 
the  non-selling  groups  of  store  workers,  the  tendency  is 
to  base  these  on  some  measure  of  productivity,  such  as 
the  number  of  transactions  handled.  Wage  plans,  such 
as  these  described,  that  incorporate  individual  produc- 
tivity as  a  fundamental,  wherever  it  can  be  fairly 
measured,  and  wherever  such  plans  can  be  equitably  and 
reasonably  administered  under  varying  conditions,  usu- 
ally result  in  high  individual  wages,  a  relatively  low 
labor  turnover  and  a  reasonable  operating  cost  for  stores. 

FINANCIAL  INCENTIVES  FOR  DEPARTMENT 
STORES  EMPLOYEES^ 

Redoubled  efforts  by  retail  stores  to  find  a  system 
of  compensation  which  provides  incentive  to  the  indi- 
vidual employee  and  greater  sense  of  responsibility  for 
the  growth  and  success  of  the  business  among  employees 
as  a  group  of  co-workers,  are  indicated  by  the  increasing 
number  of  department  stores  which  have  established 
lx)nus  and  commission  systems,  or  are  changing  and 
[)erfecting  methods  of  long  standing. 

What  This  Survey  Shows 

This  survey  conducted  among  several  hundred  retail 
stores,  large  and  small,  in  all  sections  of  the  country, 
shows  that  nine-tenths  of  these  stores  have  established 
a  bonus  or  commission  system  that  seems  to  be  more  or 
less  satisfactory,  are  experimenting  with  a  system  of 
compensation  which  they  hope  will  have  better  results 

'  A   Survey  by   Industrial    Relations:    Bloomfield's   Lahor   Digest.     Copy- 
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than  previous  flat-wage  methods,  or  desire  to  adopt  some 
other  system  if  a  better  plan  can  be  found. 

Contact  With  the  Customer 

The  retail  store  is  probably  more  dependent  upon  the 
spirit  of  the  individual  employee  than  any  other  branch 
of  business  or  industry.  This  is  particularly  true  in  all 
selling  operations,  which  involve  a  contact  between  cus- 
tomer and  employee  in  which  the  intelligence  and  interest 
of  the  employee  is  an  important,  and  frequently  the  im- 
portant, factor.  The  principle  object  of  a  large  majority 
of  the  stores  in  establishing  commission  and  bonus  sys- 
tems has  been  to  make  this  contact  between  employee  and 
customer  more  effective  by  making  such  positions  attrac- 
tive for  workers  of  ability,  and  by  providing  incentive 
for  greater  effort  in  each  transaction.  From  one-third 
to  one-half  of  the  employees  of  a  store  have  contact 
with  the  buying  public  with  a  direct  effect  upon  sales, 
and  the  efficiency  of  many  of  the  employees  who  do  not 
meet  the  customer  has  an  influence  upon  sales  that  is 
by  no  means  remote. 

Additional  compensation  for  all  employees,  as  a  re- 
ward for  better  team-play  and  organization  spirit,  has 
been  provided  by  many  stores.  This  type  of  extra  pay- 
ment is  sometimes  a  substitute  for  a  commission  or  bonus 
system,  more  often  used  in  addition  to  such  a  system. 

Profit-sharing,  through  stock  distribution  among  em- 
ployees, has  been  adopted  by  several  stores,  but  they 
comprise  a  small  proportion  only. 

The  Wage  as  an  Incentive 

It  is  also  noteworthy  that  some  stores  find  an  estab- 
lished wage,  subject  to  frequent  adjustment  to  conform 
to  the  record  of  the  individual  employee,  meets  success- 
fully the  problem  of  providing  incentive.  Some  stores, 
having  abandoned  commission  and  bonus  systems,  revert 
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to  such   plans  a^^ain  after  providing  better  supervision 
an»l  records. 

Why  Some  Payments  are  Temporary 

Study  of  methods  of  compensation  in  addition  to  an 
estabHshed  wage  during  the  past  year  has  probably  oc- 
curred at  the  peak  of  interest  in  such  methods.  Many 
stores  have  distributed  funds  among  their  employees 
during  the  past  few  years  for  the  purpose  of  sharing 
prosperity,  or  of  meeting  the  competition  of  other  lines 
of  business  for  employees,  and  such  distribution  has  not 
become  permanently  a  part  of  the  regular  system  of  com- 
pensation. 

During  the  holiday  season  just  passed  some  of  these 
stores  failed  to  distribute  those  additional  funds  as  in 
the  previous  two  years,  and  in  other  cases  the  amount 
distributed  was  substantially  smaller  than  that  of  the 
previous  year.  Such  funds  were  used  to  bridge  tempor- 
arily the  gap  between  retail  store  wages  and  factory 
and  business  office  wages,  during  the  period  of  keenest 
competition  for  workers. 

Retail  store  wages  cannot  normally  rise  and  fall  with 
the  rapidity  of  industrial  wages,  since  the  nature  of  the 
business  does  not  permit  of  increases  and  decreases  in 
the  number  of  workers  in  as  exact  ratio  to  sales  as  can 
be  applied  in  the  factory  in  ratio  to  production. 

In  a  time  of  readjustment  the  store  cannot  shut  down 
or  run  on  part  time.  A  relatively  large  proportion  of 
employees  must  be  retained  in  the  periods  of  poorest 
business,  in  order  that  all  departments  may  be  operated, 
merchandise  protected,  and  a  trained  force  ready  for  in- 
creased business.  During  the  period  of  rising  cost  of 
living  and  keen  competition  for  labor  the  wage  level  in 
retail  stores  has  been  substantially  raised,  but  bonus  pay- 
ments and  gifts,  less  permanent  than  wage  increases, 
have  often  been  depended  upon  to  meet  the  need  for 
maximum  wages. 
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The  terms  commission,  bonus,  and  profit-sharing  have 
been  used  by  various  stores  to  designate  almost  identical 
systems.  Their  use  for  classification  or  description  of 
the  various  methods  of  compensation  is  misleading  with- 
out careful  definition. 

The  Committee  for  the  Study  of  VV^age  Problems  of 
the  National  Retail  Dry  Goods  Association  has  estab- 
lished, for  the  purposes  of  its  reports,  the  following 
definitions : 

Commission :  A  percentage  paid  to  individual  sales- 
people on  their  total  sales. 

Bonus:  A  payment  in  addition  to  regular  wage,  for 
services  exceeding  a  set  quota  or  standard  in  quantity 
or  quality.  (May  be  determined  as  a  percentage  of 
sales  above  quota  or  by  any  method  of  measurement. 
Applicable  to  either  selling  or  non-selling  forces.) 

These  definitions  allow  a  clear  division  of  various 
types  of  commission  and  bonus  systems,  but  do  not  con- 
form wholly  to  common  usage  in  that  they  do  not  recog- 
nize as  bonus  any  distribution  for  service  not  measured 
by  individual  performance,  and  are  not  comprehensive 
in  failing  to  recognize  as  bonus  payment  that  plan  of  a 
number  of  stores  of  distributing  funds  measured  by 
group  performances. 

The  definition  of  the  term  bonus  as  given  above  is 
therefore  used  in  this  statement  as  measured  individual 
bonus,  and  the  terms  measured  group  bonus  and  bonus 
without  qualification  are  used  in  the  following  senses : 

Measured  group  bonus:  Payment  in  addition  to 
regular  wage,  through  distribution  in  accordance  with 
wage  or  responsibility,  for  services  by  employees  as  a 
group  exceeding  a  set  quota  or  standard  in  quantity  or 
quality. 

Bonus:  Payment  in  addition  to  regular  wage, 
through  distribution  in  accordance  with  wage,  responsi- 
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bility  or  length  of  service,  to  all  employees  or  to  groups 
of  employees,  in  recognition  of  improved  service  or  team- 
play,  but  not  measured  by  quota  or  standard  applied 
to  the  work  of  individuals  or  groups. 

Other  terms  used,  and  the  sense  of  their  usage,  are: 
Profit-sharing:     "An  agreement  freely  entered  into, 
by  which  the  employees  receive  a  share,  fixed  in  advance,' 
of  the  profits." 

Adjusted  wages:  Wages  adjusted  at  frequent  inter- 
vals in  accordance  with  the  quality  and  quantity  of 
service  by  the  individual  employee. 

Commission  Systems 

The  essential  features  of  commission  systems  are: 

1.  Commission  is  paid  only  to  salespeople  or  ex- 
ecutives of  selling  departments. 

2.  Commission  is  paid  in  addition  to  regular  wage  or 
drawing  account,  usually,  wage  is  paid  weekly  and  com- 
mission month  Iv. 

3.  Commission  is  paid  on  all  sales,  i.e.,  there  is  no 
sales  quota.  Commission,  however,  is  paid  upon  net 
sales,  not  gross  sales. 

4.  Rates  of  commission  range  from  3^  per  cent  to 
lYi  per  cent.  In  some  cases  the  same  rate  is  paid  in 
all  departments:  in  other  cases,  higher  rates  are  paid 
in  departments  where  volume  of  sales  is  relatively 
smaller  because  of  the  nature  of  the  merchandise— thus, 
the  lowest  rate  of  commission  in  furs,  the  highest  rate 
in  notions  and  small  wares.. 


Commissions— Pro  and  Con 

The  principal  advantage  of  the  commission  svstem 
is  that  all  salespeople  earn  in  addition  to  the  regular 
wage— the  incentive  applies  to  all.  The  principal  dis- 
advantage is  that  the  compensation  of  the  poorer  sales- 
people may  be  larger  in  percentage  to  sales  than  that  of 
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the  l)etter  salespeople,  unless  the  regular  wage  is  con- 
stantly adjusted. 

Some  stores  have  combined  the  commission  and  indi- 
vidual bonus  systems,  paying  commission  on  all  sales, 
and  additional  commission  on  sales  above  the  given 
quota,  in  order  to  secure  the  advantage  of  having  all 
salespeople  earn  commission,  and  at  the  same  time  over- 
come largely  the  ix)ssibility  of  salespeople  below  the 
average  earning  in  greater  proportion  to  sales  than  those 
above  the  average. 

Examples 

Among  the  stores  using  the  commission  system  are 
the  following: 

William  Filene's  Sons  Company,  Boston.  Commis- 
sion on  all  sales  from  ^  to  1  per  cent  in  all  depart- 
ments except  Men's  Clothing  (5  per  cent)  and  Service 
Departments,  (5  per  cent  to  8  per  cent). 

/.  L.  Hudson  Company,  Detroit.  Commission  of  J^ 
per  cent  on  net  sales  throughout  the  year  with  the  ex- 
ception of  December,  when  commission  of  1  per  cent 
on  net  sales  is  paid. 

B.  F.  Deivecs,  Philadelphia.  Salesperson  working 
full  time  receives  >^  per  cent;  salesperson  working  on 
contingent  time — i.e.,  11  a.m.  to  5  p.m. — receives  -J^  per 
cent. 

Hager  &  Bro.,  Lancaster,  Pa.  Commission  of  >4 
per  cent  and  1  per  cent,  according  to  the  nature  of  the 
departments.  In  addition  this  concern  has  a  department 
bonus  for  sales  workers  and  a  bonus  for  non-selling 
workers  which  are  described  in  other  sections  of  this 
report. 

Patton-Anderson,  Inc.,  Minneapolis.  Commission  of 
1  per  cent  on  net  sales. 

Christman  Dry  Goods  Company,  Joplin,  Mo.  Com- 
mission usually  1  per  cent;  in  such  departments  as  fur- 
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niture,  rugs,  men's  clothing,  women's  suits,  cloaks  and 
dresses,  .)4  per  cent. 

IVilliam  Jlengerer  Company,  Buffalo.  Straight  sal- 
ary, with  the  exception  of  two  store-wide  sales,  when 
commission  is  1  per  cent  on  sales  and  3  per  cent  above 
a  certain  quota  based  upon  salaries. 

H.  C.  Capwell  Company,  Oakland,  Cal.  Commission 
of  1  i^er  cent.  (In  hairdrcssing  department  there  is  a 
commission  of  5  per  cent  on  hair  sales  and  2  per  cent  on 
labor.)  The  suit  department  operates  on  a  2  per  cent 
commission  basis. 

Woodward  &  Lothrop,  Washington,  D.C.  This  com- 
pany has  a  bonus  plan  for  its  selling  employees,  estab- 
lished September  1921.  Approximately  three  hundred 
of  the  twenty-five  hundred  employees  participate  in 
the  plan,  which  provides  a  straight  commission,  with  a 
drawing  account.  The  old  salary  was  made  the  drawing 
account. 

S.  Kami  Sons  Com  puny,  li^asJiington,  D.C.  A  com- 
mission of  from  Vy  to  1  per  cent  on  total  sales.  Approxi- 
mately three  hundred  and  fifty  to  four  hundred  of  one 
thousand  employees  participate  in  the  above  bonus. 

The  Louis  Traxler  Company,  Dayton,  Ohio.  In  cer- 
tain departments  commissions  on  sales  are  given.  In 
the  Ready-to-Wear  Department  is  J4  per  cent  on  all 
sales,  while  in  some  of  the  other  departments,  it  is 
straight   1   per  cent. 

Seasonal  Commissions 

Some  stores  in  which  the  commission  system  is  not 
used  throughout  the  year  find  it  advantageous  for  cer- 
tain periods,  generally  during  the  Christmas  selling 
season  or  for  special  sales  events.  Such  commissions, 
paid  upon  all  sales,  usually  are  in  addition  to  payments 
made  under  an  individual  bonus  system.     For  example: 
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The  Dayton  Company,  Minneapolis.  Commission  of 
1  per  cent  on  net  sales  is  paid  to  all  salespeople  for 
a  period  of  twelve  to  twenty-four  days  prior  to  Christ- 
mas. The  rate  of  commission  is  increased  or  decreased 
in  certain  departments  to  equalize  the  earning  oppor- 
tunity. For  every  $1,000  earned  by  the  selling  force 
the  same  amount  is  set  aside  to  be  distributed  to  the 
non-selling  force,  according  to  the  salary  which  they 
earn.  This  bonus  is  paid  in  two  installments,  one,  either 
the  22nd  or  23rd  of  December,  and  the  last  installment  on 
the  15th  of  January.  In  1921,  the  bonus  started  on 
December  12th  and  applied  to  any  sales-person  who  was 
hired  by  us  for  the  Christmas  Holiday  rush. 

Jordan  Marsh  Company,  Boston.  Commission  of  J^ 
per  cent  is  paid  on  all  sales  from  November  1  to  Christ- 
mas. 

Joske  Bros.  Company,  San  Antonio.  For  three  weeks 
prior  to  Christmas,  1919,  commission  of  2  per  cent  was 
paid  on  all  sales,  except  in  lace,  embroidery  and  notions 
departments,  where  the  commission  was  3  per  cent. 

Measured  Individual  Bonus — Salespeople 

The  individual  bonus  for  salespeople,  frequently 
referred  to  as  the  quota  system,  is  the  most  complex  of 
the  compensation  systems  in  common  use,  yet  has  been 
adopted  in  some  form  by  more  stores  than  any  other 
system.  It  has  as  many  variations  as  there  are  stores 
using  it,  but  in  a  large  majority  of  cases  the  essential 
features  are  as  follows: 

1.  Selling  expense  percentage  is  established  for  the 
department,  from  experience  of  the  preceding  year  or 
the  same  period  of  the  preceding  year,  as  the  propor- 
tion of  total  salaries  to  total  sales  of  the  department. 

2.  Selling  quota  for  each  salesperson  is  established 
on  the  basis  of  regular  wage  and  selling  expense  per- 
centage. 
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3.  Bonus  at  an  established  rate  (usually  about  one- 
half  of  the  selling  expense  per  cent,  and  often  more 
than  one-half  of  that  per  cent)  is  paid  on  all  sales  in 
excess  of  the  quota. 

4.  The  bonus  period  ranges  from  one  to  six  months, 
and  deductions  are  made  from  sales  above  the  quota 
for  sales  below  the  quota  during  that  period  in  figuring 
bonus. 

The  Boxus  System — Pro  and  Cox 

The  principal  advantage  of  such  a  bonus  system  is 
that  it  establishes  a  standard  task  for  each  employee 
which  must  be  performed  before  the  regular  wage  is 
fully  earned,  with  a  reward  for  those  who  exceed  the 
standard  task.  The  principal  disadvantage  is  that  sales- 
people who  cannot  earn  a  bonus  with  any  degree  of 
regularity  lose  the  incentive  to  do  their  best.  This 
disadvantage  is  frequently  due  to  the  difficulty  in  figur- 
ing quotas  accurately  and  fairly. 

There  are  many  systems  of  establishing  quotas,  and 
widely  varying  rates  of  bonus  on  sales  above  the  quota. 
There  is  no  standard  system.  A  typical  system,  how- 
ever, is  described  in  the  following  quotation  from  the 
statement  to  their  employees  by 

AhraJiam  &  Straus,  Inc..  Brooklyn.  This  is  the 
Abraham  8z  Straus  method   of  arriving  at  your  quota : 

First:  The  total  net  sales  for  your  department  for  each 
month  of  the  year  for  the  past  five  years  is  noted  by  our  ac- 
countants. 

Second :  The  total  salaries  in  your  department  for  the  same 
Icncrth  of  time  is  noted  by  our  accountants. 

Third :  The  total  salaries  for  each  month  for  the  five  years 
is  divided  by  the  total  sales  for  each  month  for  the  five  years. 
The  resulting  number  is  the  average  selling  expense  in  your 
department  for  each  month. 

Take  an  exampe  to  make  it  clear: 

Sunpose  that  your  department  has  done  $io,ooo  business  for 
each  June  for  the  last  preceding  five  years.  Adding,  the  total 
amount  of  business  for  the  five  Junes  is  $50,000. 

Suppose  that  the  salaries  in  your  department  have  been, 
each  Tune  for  the  last  five  years,  $550.  Adding,  the  total  amrtunt 
of  salaries  is  $2,750. 
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Divide  the  $2,750  (total  salaries  for  five  Junes)  by  $50,000 
(total  sales  for  five  Junes).  The  answer  is  .05 J^  per  cent,  which 
means  that  the  selling  expense  in  your  department  is  sV^  per 
cent. 

Now  suppose  that  your  salary  is  $11  per  week.  Eleven  dol- 
lars is  SV2  per  cent  of  $200.  Therefore,  $200  is  your  quota  and 
you  will  have  to  sell  it  each  week  before  you  have  actually 
earned  your  salary  of  $11.  Whatever  you  sell  over  and  above 
$200  would  be  over  and  above  what  the  $1 1  pays  you  for.  On 
any  amount  you  sell  al)ove  $200  a  week,  therefore,  you  are 
entitled  to  a  bonus  commission  of  2  per  cent — and  with  the 
Abraham  &  Straus  bonus  commission  system,  you  get  it. 

Your  quota,  you  see,  has  nothing  to  do  with  the  commission 
that  you  or  any  other  clerk  in  your  department  has  earned  the 
month  before. 

In  justice,  your  quota  must  be  changed  almost  every  month — • 
raised  in  the  busy  seasons,  lowered  in  the  dull  season.  At 
the  beginning  of  each  month  you  will  be  notified — in  writing  -of 
the  amount  of  your  quota  for  that  month;  that  is,  the  amount 
\ou  must  sell  before  you  have  earned  your  salary  and  before 
your  are  entitled  to  any  bonus. 

Non-selling  heads  of  stock  also  receive  }4  per  cent 
on  increase  of  business.  The  wrappers  are  also  given 
a  bonus  of  1  cent  a  package  for  each  package  wrapped 
above  a  certain  quota.  Also  10  cents  for  the  discovery 
of  errors.  In  some  of  the  office  departments  a  similar 
.system  is  employed.  For  instance,  the  billers  receive 
25  cents  for  each  additional  one  hundred  lines  of  work 
correctly  executed  beyond  their  day's  quota. 

Among  the  various  individual  bonus  plans  for  sales- 
people in  operation  are  the  following: 

LaSalle  &  Koch  Company,  Toledo.  Quotas  and 
bonus  are  figured  according  to  the  following  plan : 

The  rates  of  commission  necessarily  varied  in  the  several 
departments,  for  it  is  obvious  that  the  same  rate  would,  not 
hold  for  two  departments  so  radically  different,  as,  for  instance, 
notions  and  furniture.  These  rates  were  based  on  an  accumu- 
lation of  information :  the  cost  of  selling  in  this  store  for  the 
three  previous  years  and  the  cost  of  selling  in  several  other 
organizations,  modified  to  fit  the  particular  conditions  existing 
in  the  departments,  such  as  location,  size  and  light.  These  are 
the  rates  arrived  at ;  they  are  not  as  yet  perfected,  for  the  rate 
should  1)0  such  that  some  person  in  each  department  is  capable 
of  earning  commission  on  that  basis.  And,  as  a  matter  of  fact, 
there  are  two  or  three  departments  in  which  no  one  earns.     But, 
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inasmuch  as  these  rates  would  have  to  be  modified  for  any 
other  organization  in  any  case,  it  is  a  matter  which  need  not 
be  discussed  at  length.  The  first  column  indicates  the  rate  on 
which  the  daily  quotas  are  based,  the  rate  on  which  drawing 
accounts  are  reckoned.  The  second  column  shows  the  per 
cent  of  commission  paid  on  sales  in  excess  of  the  stipulated 
quota. 

Art       6  per  cent  and  5  per  cent 

Boys'  furnishings  5  per  cent  and  5  per  cent 

Buttons      7  per  cent  and  6  per  cent 

Carpets,   rugs,   linoleums.,     y/2  per  cent  and  3J/4  per  cent 

China,  house  furnishings  . .  5  per  cent  and  5  per  cent 

Coats  and  suits    3J/I  per  cent  and  y/i  per  cent 

Colored  dress  goods  6  per  cent  and  5  per  cent 

Corsets      5  per  cent  and  4  per  cent 

Curtains      4^/2  per  cent  and  4J/2  per  cent 

Dresses        3J/2  per  cent  and  y/2  per  cent 

Furniture        3  per  cent  and  2  per  cent 

Furs     3  per  cent  and  2  per  cent 

Gloves      5  per  cent  and  4  per  cent 

Handkerchiefs       6  per  cent  and  5  per  cent 

Hosiery       4  per  cent  and  3  per  cent 

Infants'  wear 5  per  cent  and  5  per  cent 

Jewelry      7  per  cent  and  5  per  cent 

Knit  underwear   5  per  cent  and  4  per  cent 

Leather  goods,  umbrellas..  6  per  cent  and  5  per  cent 

Linens      5  per  cent  and  4  per  cent 

Men's  clothing   5  per  cent  and  5  per  cent 

Men's  furnishings    5  per  cent  and  5  per  cent 

Muslin  underwear  5  per  cent  and  5  per  cent 

Millinery       6  per  cent  and  5  per  cent 

Neckwear       6  per  cent  and  5  per  cent 

Notions    7  per  cent  and  6  per  cent 

Petticoats       5  per  cent  and  5  per  cent 

Ribbons       6  per  cent  and  5  per  cent 

Shoes       6  per  cent  and  6  per  cent 

Silks       4  per  cent  and  3  per  cent 

Silverware      6  per  cent  and  5  per  cent 

Toilets     5  per  cent  and  4  per  cent 

Trimmings      5  per  cent  and  4  per  cent 

Waists       5  per  cent  and  4  per  cent 

Wash  goods,  domestics   ...  5  per  cent  and  4  per  cent 

The  percentage  in  the  first  column  was  made  larger  in 
order  to  make  it  easier  to  reach  the  daily  quota  and  thus  earn 
extra  money  on  commissions.  In  this  way  people  arc  encouraged. 
It  will  be  noticed  that  in  this  store  40  per  cent  of  the  depart- 
ments have  the  same  rate  on  both  quota  and  excess  sales,  and 
that  these  departments  are  largely  departments  carrying  staple 
merchandise,  or  merchandise  without  great  style  variations ;  while 
the  other  60  per  cent  which  have  a  lesser  per  cent  on  excess 
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sales  are  largely  departments  which  deal  in  style  merchandise 
or  perishable  merchandise.  The  closer  the  two  per  cents  are, 
the  better  and  more  fairly  the  system  works  out. 

R.  H.  Macy  Company,  N-ew  York.  Combined  com- 
mission and  individual  bonus  plan.  Commission  of  >^ 
per  cent  on  all  sales  up  to  quota;  2  per  cent  on  all 
sales  above  quota.  Cashiers  receive  10  cents  for  every 
mistake  discovered  on  salescheck  and  a  bonus  on  all  sales- 
checks  over  certain  quota  stamped  and  returned  with 
change.  Merchandise  checkers  receive  10  cents  for  every 
mistake  discovered  on  salescheck.  Merchandise  execu- 
tives receive  a  percentage  on  the  sales  of  their  depart- 
ments. 

Henderson-Hoyt  Company,  Oshkosh,  Wis.  Quota 
based  on  percentages  ranging  from  4  per  cent  in  ready- 
to-wear  to  12  per  cent  in  notions  and  books,  with  3 
per  cent  bonus  for  all  sales  above  quota.  The  company 
also  sets  aside  monthly  a  percentage  of  its  sales  for 
purposes  of  a  dividend  including  all  employees  with  them 
six  months  or  more.  In  1921  the  company  divided 
$6,000  equally  between  its  selling  group  and  the  auxili- 
ary. Each  amount  was  again  divided  equally  among 
the  members  of  each  group.  It  so  happens  that  the 
company  has  twice  as  many  people  selling  goods  as 
auxiliary  and  the  auxiliary  received  $177  for  their  share. 
This  was  quite  fair  inasmuch  as  the  salespeople  all  have 
the  opportunity  for  earning  a  weekly  bonus  which  is  paid 
the  week  following  the  sale.  The  best  proof  of  the 
success  of  the  plan  is  the  fact  that  the  company  increased 
its  business  over  three  times  what  it  was  when  they  took 
it  over  five  years  ago,  and  only  six  additional  employees 
were  found  necessary  during  this  period. 

Shepard  Stores,  Boston.  Average  cost  of  selling  for 
each  month  in  each  department  is  figured  for  past  two 
or  three  years.  The  quota  each  salesperson  should  sell 
per  day  is  figured  by  using  this  per  cent  and  the  indi- 
vidual salary.  A  slip  is  given  to  each  salesperson  at 
the  first  of   each  month  telling  what   their  sales  must 
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average  each  day  in  order  to  earn  a  bonus  at  the  end 
of  each  month.  On  all  sales  above  such  amount  for 
the  month,  they  are  paid  2  per  cent. 

Other   stores   using   such   individual   bonus    systems 
for  salespeople,   with  similar  systems  except  for  varia- 
tions in  quotas  and  rates  of  bonus  for  sales  above  quotas 
are: 

The  Jordan   Marsh  Company,   Boston. 

The  Wanamaker  Stores,  Philadelphia  and  New  York. 

The  Emporium,  San  Francisco. 

Broadway  Department  Store,  Los  Angeles. 

Killian  Company.  Cedar  Rapids,  Iowa. 

Stix,  Baer  &  Fuller  Dry  Goods  Company,  St.  Louis. 

Hale  Bros.,  Sacramento,  California. 

Halle  Bros.  Company,  Cleveland. 

Jordan  Marsh  Company,  Boston.  Quota  bonus  plan. 
An  individual  quota  is  given  to  salespeople  monthly  based 
upon  the  salary  percentage  of  sales  for  selling  people 
in  each  department  or  section  of  department  separately. 
On  all  sales  in  excess  of  the  quota  a  bonus  of  2  per 
cent  to  6  per  cent  is  paid  as  additional  compensation. 

1.  Base  cost  for  figuring  quota  is  arrived  at  through 
the  average  selling  expense  percentage  experienced  in 
a  department  for  the  preceding  five  years.  This  base 
cost  changes  monthly  from  >'ear  to  year. 

2.  Selling  quota  for  each  salesperson  is  established 
on  the  basis  of  regular  wage  and  base  cost  (average 
selling  expense  percentage). 

3.  Bonus  at  an  established  rate  from  2  to  6  per 
cent  depending  upon  the  department  is  paid  on  all  sales 
in  excess  of  the  quota. 

4.  Bonus  is  paid  monthly. 

5.  Quota  periods  range  monthly  without  deduction 
for  not  covering  quota  during  another  month. 

A.  I.  Namm  &  Son,  Brooklyn.  A  quota  and  bonus 
system    in    effect    throughout    the    selling    departments 


provides  for  a  payment  of  2  per  cent  on  sales  in  excess 
of  the  quota  fixed.  The  quota,  which  has  been  figured 
for  each  department  on  the  basis  of  selling  costs  of 
the  previous  year  in  this  store  and  in  others  studied, 
is  adjusted  monthly  to  conform  to  changes  in  selling 
conditions.     The  bonus  is   paid   to  employees   monthly. 

The  Lindner  Company,  Cleveland,  Ohio.  A  quota  is 
set  depending  upon  the  salary  and  the  department,  and 
a  bonus  is  paid  when  weekly  net  sales  exceed  the  amount 
of  the  quota.  Bonuses  are  paid  every  week,  the  second 
week  after  they  are  earned.  One  hundred  and  fifty 
selling  employees,  of  the  two  hundred  and  fifty  em- 
ployed, participate  in  this  plan,  which  was  established 
in  1910.  The  company  believes  bonus  rates  and  quotas 
once  established  should  never  be  changed,  as  any  change 
is  likely  to  undermine  confidence.  The  company  pays 
buyers  a  bonus  percentage  on  increased  semi-annual 
gross   profits. 

Kaitfmann's,  Pittsburgh,  Pa.  A  percentage  on  sales 
above  a  quota  which  is  based  on  salary  and  selling 
cost  in  a  department.  Quota  determined  monthly.  Pack- 
ers, a  fixed  sum  on  each  package  above  a  quota.  Depart- 
ment buyers  are  on  a  bonus  basis.  Quotas  must  be 
carefully  determined  and  announced  promptly  and  in- 
creases in  quotas  carefully  explained.  Bonus  determina- 
tions should  be  cheerfully  explained. 

AIeASUR1£D    IXDIVIDUAL    BONUS — BUYERS 

A  number  of  stores  have  applied  individual  bonus 
plans  in  the  compensation  of  executives  of  selling  depart- 
ments, generally  buyers  and  assistant  buyers. 

In  such  systems,  however,  the  bonus  is  usually  a 
percentage  of  the  sales  of  the  department  over  sales  of 
the  same  period  of  the  preceding  year,  or  of  sales  over 
the  quota  assigned  to  the  department. 

Some  instances  of  such  individual  bonus  payments 

are: 
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Abraham  &  Straus ,  Brooklyn.  Assistant  buyers  re- 
ceive y3  per  cent  on  the  increase  of  the  year's  sales 
in  their  department  over  the  preceding  year.  Buyers 
usually  receive  a  special  commission  on  increased  sales. 

William  Filenes  Sons  Company,  Boston,  have  a  plan 
based  on  the  net  sales  of  the  department  and  the  per 
cent  of  gross  profit  on  the  sales.  Payments  to  an  indi- 
vidual working  in  more  than  one  department  are  made 
only  if  the  minimum  sales  and  gross  profit  percentages 
for  the  group  of  their  departments  have  been  exceeded. 

If  an  individual  working  under  the  above  manage- 
ment is  transferred  during  the  year  he  is  paid  the  pro- 
portionate part  of  the  year's  accomplishment  based  on 
the  time  employed  in  each  department  or  group  of  de- 
partments. Payment  is  made  to  individuals  only  if  they 
have  been  employed  for  the  full  fiscal  year. 

Any  payments  which  may  be  due  under  this  plan  are 
to  be  subject  to  the  condition  that  after  the  payment 
of  such  sums  as  are  called  for  under  this  plan  or  any 
other  offering  of  extra  remuneration  incentive  which 
may  be  approved  by  the  management,  and  after  the 
deduction  from  total  store  profit  all  expenses,  taxes, 
merchandise  depreciation,  dividends,  bonus  and  any  dis- 
tribution in  the  form  of  profit-sharing,  there  shall  be 
left  to  the  business  a  minimum  per  cent  of  net  profit 
to  sales  to  be  set  by  the  management. 

Joske  Bros.  Company,  San  Antonio.  Buyers  are  paid 
a  bonus  of  2  per  cent  on  all  increases  in  sales  over 
sales  of  the  preceding  year. 

Measured  Individual  Bonus — Non-Selling 

Employees 

Commission  and  individual  bonus  systems  have  been 
applied  to  selling  employees  in  many  stores,  but  few 
stores  have  devised  a  satisfactory  system  of  additional 
payment  for  non-selling  employees   on  either  a  piece- 


work basis  or  that  of  performance  of  more  than  a  stand- 
ard task. 

The  problem  of  rewarding  efficient  work  by  non- 
selling  employees  has  usually  been  met  l)y  the  distribution 
of  a  fund  among  such  employees,  either  in  proportion 
to  salary  or  on  the  basis  of  length  of  service.  Usually 
the  amount  of  the  fund  so  distributed  is  arbitrarily  fixed, 
but  several  stores  make  it  a  practice  to  distribute  among 
non-selling  employees  a  fund  equal  to  the  total  com- 
missions or  bonus  paid  to  selling  employees. 

Methods  of  estimating  and  paying  additional  com- 
pensation for  non-selling  employees,  based  upon  service 
above  a  given  standard  of  quality  or  quantity,  have  been 
developed  for  some  departments  by  several  stores. 
Among  them  are  the  following : 

Hale  Bros.,  Sacramento.  Delivery  drivers  receive  a 
bonus  of  $5  a  month,  provided  they  score  100  per  cent 
on  inspection  of  their  automobiles.  There  is  a  50  cent 
deduction  for  each  criticism,  such  as  a  dirty  engine, 
insufficient  oil,  etc. 

Non-Selling  Bonus 

A  large  Geveland  store  is  applying  the  following 
individual  bonus  methods  for  non-selling  employees: 

Wagon  boys'  bonus:  Wagon  boys  may  earn  a  bonus 
of  $2  per  week  by  regular  and  prompt  attendance  every 
day.  If  the  boy  is  absent  during  the  week  without  a 
reasonable  excuse,  he  loses  his  entire  bonus.  If  he  has 
been  at  work  every  day,  he  loses  25  cents  for  each 
time  he  is  late. 

This  plan  has  been  successful  in  securing  better  and 
prompt  attendance. 

Bookkeepers'  system  of  production  payment:  Billers 
are  credited  with  1  cent  for  each  check  billed.  This 
includes  forwarding  on  trial  balance  and  balancing  each 
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day's   work,  but   does  not  include  making  the  monthly 
balance  on  the  biller's  work. 

Deductions.  A  deduction  of  25  cents  is  made  for 
each  error  in  billing  and  a  deduction  of  ten  checks  is 
made  for  each  mistake  in  heading  they  pass.  The  bills 
are  headed  by  girls  who  are  not  billers. 

The  period  figured  in  computing  the  amount  due 
each  biller  is  from  the  fourth  business  day  of  one  month 
to  the  third  business  day  of  the  next,  inclusive.  At 
the  end  of  this  period  she  receives  the  difference  between 
the  amount  paid  her  on  her  weekly  drawing  account 
and  the  amount  due  her  at  1  cent  per  check,  minus 
deductions. 

The  bookkeeping  is  done  on  Elliott-Fisher  machines. 

Elr-L'ator  operators'  bonus  system:  The  elevator 
director,  assisted  by  a  committee  of  five  people  selected 
through  the  store,  together  with  the  recommendation 
from  her  assistants,  grades  each  operator  on  the  follow- 
ing points: 

Punctuality   j;^ 

Courtesy  and  conduct  2- 

Personal  appearance   20 

Calling  floors  2" 

Makinc:  stops  j - 

100 

Each  operator  making  a  monthly  average  of  95  or 
higher  receives  a  bonus  of  $5.  By  the  use  of  a  bonus 
we  have  obtained  gratifying  results  in  the  qualities  listed 
above. 

Production  payment  for  sorting  sales  checks  in  the 
auditing  department:  Sorting  sales  checks  consists  of 
the   following  elements. 

1.  Collecting  charge  sales  checks  throughout  the 
store. 

2.  Sorting  checks  into  bins  according  to  ledger,  sort- 
ing out  all  employees'  checks  and  others  not  handled 
in  the  regular  ledger. 
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3.  Auditing  checks  which  includes  verifying  exten- 
sions and  additions,  making  doubtful  checks  and  writing 
clear. 

4.  Sorting  checks  into   strict  alphabetical  order. 

5.  Running  off  an  adding  machine  tape  for  each 
ledger. 

Sorters  are  credited  }i  cent  for  each  check  they 
complete,  and  ten  checks  are  deducted  for  every  error 
made.  At  the  end  of  the  week  the  sorter  receives  her 
total  earnings.  No  drawing  account  is  given  to  sorters. 
The  work  is  done  by  school  girls  between  4.00  p.m. 
and  8.00  p.m. 

Delivery  credit  authorisation  production  payments: 
Authorizations  are  made   from   a  Rand  Visible   Index. 

Delivery  authorizers  are  paid  ^  cent  for  each 
authorization.  A  deduction  of  25  per  cent  is  made  for 
passing  C.O.D.'s,  bad  accounts  or  no  accounts.  A  deduc- 
tion of  12J^  cents  is  made  for  passing  checks  with 
any  other  kind  of  a  mistake  on  it,  as  wrong  address, 
wrong  initials,  or  incorrect  spelling  of  name. 

At  the  end  of  the  month  the  authorizers  are  paid 
the  difference  between  the  amount  paid  them  on  their 
drawing  accounts  and  the  amount  due  them  at  J^  cent 
per  authorization  less  deductions. 

Audit  department  tabulating  card  punchers  produc- 
tion payments:  A  tabulating  card  is  punched  for  each 
sale  made. 

Punchers  are  paid  15  cents  per  hundred  checks 
punched,  a  deduction  of  ten  checks  being  made  for  each 
error.  They  are  given  a  drawing  account,  and  all  they 
make  in  excess  of  this  is  paid  them  weekly. 

Audit  department  sales  checkers'  bonus:  Each  tabu- 
lating card  is  checked  against  a  tally  to  see  that  all 
details  are  correct. 

Checkers  receive  a  bonus  of  $10  if  no  errors  have 
been  made  for  a  period  of  one  month.  A  deduction  of 
2  per  cent  of  this  bonus  is  made  for  each  error.     If 
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no  errors  are  made  for  three  months,  an  additional  bonus 
of  $5  is  paid. 

Measured  Individual  Bonus— Length   of  Service 

Payments  for  length  of  service  may  be  classified  as 
mdividual  bonus.  Such  payments  are  made  by  a  num- 
ber of  stores  as  a  reward  for  the  "sticking  qualities" 
of  employees,  and  in  some  cases  are  accompanied  by 
additional  vacation  periods  with  pay  for  employees  of 
twenty-five  years  or  more. 

Among  the  stores  making  such  payments  are: 

Davidson  Bros.  Company,  Sioux  City,  Iowa.  At 
Christmas,  1919,  $25  was  paid  each  emplovee  who  had 
been  with  the  store  five  years;  $50  for  service  of  ten 
years;  and  $100  for  service  of  twenty  years. 

Lord  &  Taylor,  N^ew  York.  In  1919,  the  following 
bonus  payments,  based  upon  length  of  service,  were 
distributed : 

Those  in  store  continuouslv  for: 


10  years  or  more,  to  Jan.  i,  1920 

5  years  and  less  than  10  years,  to  Tan.  i,  1920 
3  years  and  less  than  5  years,  to  Jan.  i,  1920 
2  years  and  less  than  3  years,  to  Jan.  i,  1920 
I     year  and  less  than      2  years,  to  Tan.  i,  1920 

6  months  and  less  than  i  year,  to  Jan.  i,  1920 
Less  than  6  months,  to  Jan.   i,   1920 


$30.00 
25.00 
20.00 
15.00 
12.50 
10.00 
8.50 


The  form  of  incentive  used  is  a  rating  system  upon 
which  is  based  all  promotions,  salary  increases  and 
adjustments.  Thrift  is  encouraged  by  oflFering  through 
a  local  bank  to  give  4  per  cent  interest  to  any  saving 
deposited  there,  in  addition  to  the  4  per  cent  given  by 
the  bank.  The  personnel  department  also  has  control 
of  employee's  charges,  deciding  the  amount  which  the 
employee  may  charge  against  his  salary. 

Measured  Group  Bonus 

A  number  of  stores  have  found  it  desirable  to  estab- 
lish systems  of  bonus  payments  for  departments  or 
groups  of  employees,  both  selling  and  non-selling,  where 
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the  department  has  performed  a  task  above  the  given 
standard  in  quality  or  quantity. 

Instances  of  this  type  of  bonus  payment  are: 
Hagcr  &•  Bro.,  Lancaster,  Pa.  Percentage  of  increase 
in  sales  by  departments,  ranging  from  V/i  per  cent  to 
2y2  per  cent  according  to  the  nature  of  the  depart- 
ment, divided  among  the  employees  of  the  department 
in  proportion  to  salary.  This  is  in  addition  to  com- 
missions paid  individual   salespeople  upon   all  sales. 

Hale  Bros.,  Sacramento.  A  bonus  fund  equal  to  $5 
per  month  per  person  is  established  for  the  credit  office. 
Every  error  in  billing,  posting,  etc.,  made  by  anyone 
in  the  department  is  charged  against  this  fund,  and 
whatever  is  left  in  the  fund  at  the  end  of  the  month  is 
divided  prorata. 

Jordan  Marsh  Company,  Boston.  A  bonus  distribu- 
tion with  features  of  both  group  bonus  and  profit- 
sharing  plans  is  made.  Each  employee  holds  a  given 
number  of  shares  in  the  distribution  ranging  from  three 
to  sixteen,  according  to  the  responsibility  of  the  position. 
For  example,  a  salesperson  holds  nine  shares,  an  assis- 
tant buyer  twelve  shares,  a  buyer  sixteen  shares.  When 
the^  total  fund  to  be  distributed  is  determined,  it  is 
divided  by  the  total  number  of  shares  outstanding,  and 
the  amount  for  each  employee  thus  figured.  The  fund 
divided  among  selling  employees  is  a  fixed  percentage 
of  the  increases  in  sales  over  the  preceding  year.  The 
fund  for  non-selling  employees  is  a  fixed  percentage  of 
the  increase  in  sales  plus  a  fixed  percentage  of  the 
increase  in  net  profits,  since  the  work  of  non-selling 
employees,  through  cutting  down  or  holding  down 
expense,  has  a  direct  effect  upon  net  profits. 

Chas.  Korrick  &  Bro.,  Phoenix,  Ariz.  Each  depart- 
ment showing  an  increase  of  business  for  a  month  of 
25  per  cent  or  more  over  the  corresponding  month  of 
the  preceding  year  receives  a  bonus  of  2>4  per  cent, 
divided  among  the  employees  of  the  department  on  the 
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basis  of  their  percentage   cost— wage   in   proportion  to 
sales  for  that  month. 

Bonuses  for  Attendance 

The  Boston  Store  of  Milwaukee  is  experimenting 
with  a  system  of  giving  a  small  bonus  to  the  cashiers 
ahead  of  time,  and  the  management  is  finding  that  this 
works  a  great  deal  better  than  the  method  of  docking 
the  girls  in  pay.  Because  of  the  success  of  this  idea, 
there  is  some  talk  of  extending  the  system  to  other 
classes  of  workers. 

Espenhains,  Milwaukee,  also  has  worked  out  a 
method  of  rewards  other  than  of  penalties,  with  good 
effect.  Here  a  bonus  for  general  efficiency  is  offered 
and  the  matter  of  being  punctual  counts  toward  obtain- 
mg  it.  If  a  girl  is  on  time,  but  does  not  attend  to 
business  after  getting  to  the  store,  she  will  not  get  the 
bonus,  yet  if  she  is  efficient  all  day  long,  but  is  careless 
about  coming  to  v/ork  on  time,  it  will  be  counted  against 
her. 

Profit-Sharing 

Profit-sharing  in  its  technical  sense  is  not  practised 
by  any  of  the  stores  covered  in  this  survey. 

Stock  Participation  by  Employees 

Some  of  the  stores  allow  employees  to  purchase 
company  stock.  Among  these  stores  the  following  are 
typical : 

Montgomery  Ward  &  Company,  Chicago.  Em- 
ployees have  been  permitted  to  purchase  stock  at  a  price 
considerably  under  the  market  value,  and  a  number  have 
taken  advantage  of  this  opportunity. 

Sanger  Bros.,  Dallas.  When  the  corporation  was 
organized  in  1919,  they  offered  $1,000,000  of  common 
stock  to  employees  at  50  per  cent  of  its  value,  with 
the  understanding  that  this  $1,000,000  worth  of  stock 
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must  receive  4  per  cent  dividends  before  the  remainder 
of  $8,500,000  common  stock  received  any  dividend.  This 
stock  was  fully  subscribed  for  by  employees. 

The  Marston  Company,  San  Diego,  invites  the  pur- 
chase of  company  stock  by  all  employees  who  have  been 
with  the  firm  more  than  three  years.  The  only  restric- 
tion on  such  holdings  is  an  option  which  gives  opportu- 
nity of  repurchase  to  other  employees  if  the  holder 
leaves.  About  one  employee  in  eight  holds  stock.  The 
company's  offer  to  employees  may  be  considered  as 
"financial  incentive"  but  not  as  "compensation"  as  stock 
is  not  at  all  times  available  for  purchase. 

Miller  &  Paine,  Lincoln,  Nebraska.  Much  of  the 
stock  is  held  by  employees,  ranging  from  large  amounts 
down  to  one  share. 

Rothschild  Bros.,  Ithaca,  N.Y.  Have  sold  some  stock 
to  their  employees. 

The  Bon  Marche,  Seattle,  Washington,  has  a  profit- 
sharing  agreement  with  department  buyers  and  assistant 
buyers,  who  receive  5  per  cent  and  2^^  per  cent 
respectively,  of  the  net  profits  of  their  departments  at 
the  end  of  each  year. 

Bonus  Payments 

With  the  possible  exception  of  commission  and  bonus 
payments  to  salespeople,  the  majority  of  payments  in 
addition  to  regular  wages  by  retail  stores  have  been 
in  the  form  of  bonus  funds  among  all  employees  in 
proportion  to  salary  or  to  length  of  service. 

These  are  generally  distributed  during  the  holiday 
season. 

Among  the  stores  which  have  made  such  distribution 
are  the  following: 

Franklin  Simon  &  Company,  New  York.  In  1919, 
selling  employees,  except  in  men's  shops,  and  non-selling 
employees,   were   given   5   per   cent  of   salary   for   six 
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months  preceding  August  1 ;  a  similar  5  per  cent  pay- 
ment was  made  for  the  five  months  period  from  August 
1  to  January  1,  and  selling  employees  also  shared  in  a 
fund  of  5  per  cent  of  the  total  salaries  of  the  employees 
of  each  department,  distrihuted  in  the  ratio  of  the  sales 
of  each  individual  to  the  total  sales.  This  plan  was 
later  abandoned. 

L.  Bamberger  &  Company,  Newark.    The  following 
distribution  was  made  at  Christmas,  1920: 

Co-workers  employed   before  Jan.   i,   1921    $2000 

Co-workers  employed  since  Jan.  i  and  before  July  5  i  s  00 

Co-workers  employed  on  July  4  and  before  Nov   7  iboo 

Co-workers  employed  on  Nov.  6  and  before  Dec.  12  5.00 

These  amounts  were  paid  to  the  selling  as  well  as 
the  non-selling  force.  In  order  to  receive  the  extra 
compensation,  it  was  necessary  to  have  perfect  atten- 
dance from  November  28,  1921  to  December  24,  1921. 
Tt  did  not  apply  to  a  few  departments  where  special 
arrangements  as  to  employment  had  been  made. 

Hager  &  Bro.,  Lancaster,  Pa.  A  bonus  is  paid  semi- 
annually to  non-selling  workers,  including  workers  in  of- 
fice, advertising  department,  delivery  department,  ship- 
pmg  room,  porters,  packers,  wrapping  department  and 
cash  hoys  and  girls.  .Subject  to  efficiency  shown  during 
term:  to  be  determined  by  recommendation  of: 

1.  Superintendent  and  general  assistants. 

2.  Heads  of  respective  departments. 

To  those  employed  over  one  year,  hut  less  than  three  years— 
2  per  cent  of  salary  for  term. 

To  those  employed  over  three  years,  but  less  than  five  years 
—3  per  cent  of  salary  for  the  tenn. 

To  those  employed  over  five  years,  but  less  than  ten  years 
— 4  per  cent  of   salary   for  term. 

To  those  employed  ten  years  and  over— 5  per  cent  of  salary 
for  term. 

Departments  have  been  graded  into  three  groups. 
When  a  department  shows  a  loss  for  any  month  com- 
pared with  the  preceding  year,  the  salespeople  therein 
receive  a  commission  on  their  individual  sales  of  %  per 
cent,  jA  per  cent  or  %  per  cent.    Should  the  department 
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show  a  gain  for  the  month,  above  rates  are  doubled 
Should  any  departments  show  a  gain  for  six  months' 
period  and  yet  show  a  loss  for  any  number  of  months 
during  the  period,  sufficient  additional  commission  is  paid 
at  the  end  of  the  period  to  bring  all  months  up  to  the 
double  rate  for  the  full  term ;  that  is  they  are  given 
extra  commission  equal  to  that  they  have  already 
received  during  the  months  showing  a  loss  in  the  period. 

TYPICAL  PLANS  ^ 

I.     Joseph  Horxe  Company, 
Pittsburgh,  Pennsylvania 

Straight  Salary  and  Bonus  Plan 

In  non-selling  departments  the  salaries  of  the  vari- 
ous positions  have  been  standardized  and  a  minimum 
rate  established  for  each  position.  Advances  are  made 
in  P^bruary  and  August  upon  the  written  recommenda- 
tion of  the  head  of  the  non-selling  department  to  the 
store  manager,  based  on  efficiency  and  length  of  service 
or  promotion  to  higher  positions. 

A  service  bonus,  based  upon  length  of  service  and 
yearly  salary,  is  paid  to  non-selling  employees  on  the 
first  of  August  for  the  year  ending  July  31st,  as  follows: 

Per  cent 
of  Yearly  Salary 

First   Year's   Service    * 

Second  Year's   Service    ^ 

Third   Year's    Service    3 

Fourth   Year's   Service    4 

Fifth  Year's  Service   5 

All  Over   Five  Years    S 

Number  of  employees  sharing  in  service  bonus 
averages,  fourteen  hundred. 

Drivers'  Bonus 
Drivers  are  paid  a  bonus  of  $30  each   six   months 
if  they   have  had   no  accident   during  that   period    for 

*  The  following  plans  are  given  in  more  detail  so  that  the  reader  may 
see  how  the  entire  question  of  financial  incentives  is  treated  in  each 
organization — Editor. 
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which  they  were  responsible.  They  also  receive  an  effi- 
ciency bonus  of  $15  if  no  serious  complaints  have  been 
made  against  them  pertaining  to  service.  Drivers  are 
allowed  one  week's  vacation  with  pay  and  also  participate 
in  the  service  bonus  of  from  1  per  cent  to  5  per  cent 
of  their  yearly  salary,  based  on  length  of  service ;  also 
half  time  up  to  four  weeks  when  absent  on  account  of 
accident  or  sickness. 

Normal  number  of  drivers  is  thirty. 

Charge  Authorizers'   Bonus 

Charge  authorizers  receive  a  salary  of  $13  per  week, 
and  in  addition  a  bonus  of  3^  cent  for  each  charge  sales- 
check  authorized  in  excess  of  a  weekly  quota  of  eighteen 
hundred  and  up  to  three  thousand.  For  correct  authori- 
zation in  excess  of  three  thousand  per  week  they  receive 
a  bonus  of  %  cent  each.  A  penalty  of  10  cents  for  each 
incorrect  authorization  is  deducted  weeklv  from  the 
bonus  earned. 

Normal  number  of  charge  authorizers   is   fourteen. 

Sales  Salary  Plan 

When  salespeople  are  engaged  they  are  paid  the  pre- 
vailing wage,  explained  the  method  of  adjusting  salaries 
and  given  their  weekly  sales  quota.  After  two  months 
their  sales  are  reviewed,  salaries  increased  if  justified, 
and  new  quotas  given. 

Individual  weekly  sales  quotas  are  determined  by 
dividing  the  weekly  wage  by  the  department's  average 
selling  per  cent  for  the  corresponding  six-month  period 
of  the  preceding  five  years. 

The  salaries  of  salespeople  are  adjusted  in  February 
and  August  of  each  year   in  the  following  manner: 

The  total  salaries  paid  the  salespeople  in  each  depart- 
ment for  the  six  months  preceding  February  and  August 
are  divided  by  the  total  sales  of  the  respective  depart- 
ments for  the  same  period  to  ascertain  the  average  cost 
per  cent  paid  for  selling. 
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The  average  weekly  sales  for  each  salesperson  is  com- 
puted for  the  six  months  and  multiplied  by  the  depart- 
ment rate  to  find  what  each  one  has  earned.  If  their 
sales  warrant  a  higher  salary  than  they  are  receiving, 
their  salary  is  increased  accordingly.  If  they  have  not 
earned  their  salary  they  are  not  reduced,  but  are  called 
to  the  office,  shown  their  record  and  requested  to  make 
an  effort  to  bring  up  their  sales. 

At  the  expiration  of  the  following  six  months,  if  they 
are  not  earning  their  salary  they  are  either  given  a  trial 
in  some  other  department,  or  are  dismissed. 

In  some  departments  salespeople  will  run  behind  the 
first  six  months  and  ahead  of  their  salary  the  second 
six  months.  In  that  case  we  average  their  ''worth"  for 
the  year  and  make  adjustments  on  that  basis. 

Sales  Bonus  Plan 

In  addition  to  the  above,  a  sales  bonus  is  paid  March 
first  and  September  first,  on  individual  sales  in  excess 
of  quotas,  at  the  department's  average  selling  per  cent 
for  the  corresponding  period  of  the  preceding  five  years. 

Average  number  of  salespeople  about  five  hundred. 

Method   of   Ascertaining    Worti£    cf    Salespeople 
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$108.00         $2700.00 
-  =  Department  Rate.    2700/108.00/  .04 
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$108.00 
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The  selling  cost  per  cent  in  each  selling  department 
is  determined  in  the  manner  shown  above  and  the 
"worth"  of  individual  salesperson  in  the  several  de- 
partments calculated  therefrom. 

II.    Gilchrist  Company,  Boston 

1.  Commissions  paid  to  salespeople. 

a.  Throughout  the  year. 

All  salespeople  in  the  store  are  paid  a  commission  on 
sales.  A  monthly  quota  is  set  for  each  department  and 
often  for  individuals  in  the  department,  with  a  bonus  per 
cent  after  the  quota  is  reached.  The  quotas  are  adjusted 
by  the  commission  office  according  to  the  season  of  the 
year  and  market  conditions. 

b.  During   the   Christmas   period. 

From  November  15  through  Christmas  an  extra  com- 
mission is  paid  all  salespeople  on  their  total  net  sales. 

2.  Bonus  to  non-selling  people  but  excluding  those 
under  contract. 

The  bonus  to  non-selling  people,  excluding  those 
under  contract,  is  based  on  length  of  service  and  salary. 
A  certain  amount  of  money  is  set  aside  each  year,  a  given 
number  of  points  allowed  for  salary,  a  given  number 
for  service,  and  using  this  as  a  basis,  the  par  value  of 
each  share  is  determined. 

3.  Bonus  to  non-selling  people  under  contract. 
Buyers,  under  contract,  are  given  a  percentage  of  net 

profits  over  the  year  before.     (In  estimating  this  bonus 
the  indirect  expense  is  not  considered). 

4.  The  Salary  Committee  with   semi-annual  adjust- 
ments of  salaries. 

A  Salary  Committee,  consisting  of  the  superintend- 
ent, the  employment  manager,  the  educational  director, 
and  the  supervisor  of  commissions,  meets  weekly.  Every 
individual  is  considered  for  an  increase  or  promotion 
every  six  months. 

5.  The  Gilco  Credit  Union. 
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The  Gilco  Credit  Union  is  organized  under  the  laws 
of  Massachusetts  for  the  purpose  of  encouraging  thrift 
and  aiding  those  who  may  be  temporarily  in  need.  Em- 
ployees are  encouraged  to  deposit  weekly. 
6.  The  insurance  protection  under  the  Employee's 
Association. 

All  employees  of  the  store  belong  to  the  Employee's 
Association  after  one  month's  service  and  are  automati- 
cally insured.  The  dues  are  10  cents  a  week,  and  the 
benefit  $6  a  week,  with  a  $50  death  benefit. 

III.  Halle  Brothers  Company,  Cleveland,  Ohio 

The  bonus  plans  on  which  the  Halle  Brothers  Com- 
pany of  Cleveland,  Ohio,  operates,  divide  themselves  into 
two  classes — selling  bonuses  or  commissions,  and  non- 
selling  bonuses. 

Those  in  the  first  class  are  of  the  type  based  exclu- 
sively upon  production..  The  sales  clerk  is  given  a  guar- 
anteed wage  and  a  percentage  of  commission.  If  the 
established  commission  upon  total  sales  is  in  excess  of 
guaranteed  wage,  the  difference  is  paid  at  monthly  in- 
tervals. 

The  non-selling  bonuses  vary  greatly  in  a])plication, 
based  upon  the  needs  of  the  respective  departments. 
Chief  among  these  are  the  bonuses  paid  in  the  general 
office.  These  include  billing  machine  operators,  sales 
audit  clerks  who  work  on  Hollerith  punching  and  sorting 
machines,  and  merchandise  recording  clerks. 

Principles  of  the  Plans 

The  system  of  pay  in  these  sections  is  based  on  the 
following  principles : 

1.  A  guaranteed  wage. 

2.  A  bonus  for  production. 

3.  A  bonus  for  accuracy. 

4.  A  penalty  for  errors. 

These  bonuses  are  paid  monthly.     Authorizing  clerks 


296 


FINANCIAL   INCENTIVES   FOR 


are  paid  premiums  for  the  least  number  of  errors  made, 
in  combination  with  a  bonus  for  number  of  checks 
authorized.  Premiums  are  paid  also  to  package  inspec- 
tors for  errors  caught.  Delivery  boys  and  cleaners  are 
paid  a  substantial  addition  to  their  weekly  salary  for 
perfect  attendance. 

Bonus   Plan   for  Executives 

In  the  group  of  executives,  comprising  buyers  and 
heads  of  departments,  which  would  be  equivalent  to  the 
rank  of  foremen  in  factories,  salaries  are  paid  almost 
exclusively   upon   the   following  plan  : 

The  buyer's  contract  calls  for  a  fixed  salary.  He 
is  paid  in  addition  thereto  a  bonus  consisting  of' a  per- 
centage of  the  volume  he  secures,  in  excess  of  a  fixed 
quota,  with  a  further  provision  that  he  must  make  a 
required  rate  of  gross  or  net  profit,  or  both,  to  qualifv 
for  the  bonus. 

Employees  Have  Savings  Bureau 

The  Employees'  Association  of  the  companv  con- 
ducts, as  an  adjunct  to  the  association,  a  savings  bureau. 
It  is  officered  by  some  of  the  more  responsible  employees 
and  funds  obtained  from  deposits  are  invested  by  the 
Hoard  of  Trustees.  Since  the  inception  of  this  bureau, 
more  than  five  years  ago.  there  have  been  no  losses.  It 
pays  regular  dividends  of  4  per  cent  per  annum,  and 
an  extra  dividend  of  2  per  cent.  There  is  over  $85,000 
in  the  fund  at  the  present  time,  and  its  operation  is  con- 
sidered most  satisfactory'  by  the  company. 

Profit-Sharing  for  Executives 

Profit-sharing  plans,  in  the  strictest  sense  of  the  word, 
are  provided  by  the  company  only  for  a  group  of  five 
executives,  who  are  paid  in  addition  to  the  fixed  guar- 
anteed salaries  a  sum  which  varies  in  direct  proportion 
to  the  rate  of  net  profit  earned  by  the  business. 
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Benefits  and  Life  Insurance 

The  Employees'  Association  ofifers  four  classes  of 
disability  insurance,  dues  being  from  25  cents  to  $1  a 
month,  and  disability  benefits  $3  to  $12  a  w-eek,  up  to 
ten  weeks.  The  company  provides  a  group  life  insur- 
ance policy,  with  death  benefits  of  $500  after  three 
months'  service,  up  to  a  maximum  of  $3,000  after  eleven 
years'  service. 

Other  activities  of  the  employees  are  a  restaurant, 
a  choral  society,  a  men's  club,  a  women's  club,  a  drama- 
tic club,  a  store  paper,  a  junior  girl's  ckil),  a  l^asketball 
team,  a  baseball  team  and  a  conference  on  business  cor- 
respondence. 

Details  of  Bonus  Plans 

1.  Buyers:  They  are  given  a  bonus  conditioned 
upon  volume,  net  gross  of  their  department,  final  net 
showing  of  their  department,  or  increase  of  sale  over 
preceding  year,  depending  u])on  the  nature  of  the  de- 
partment and  the  object  in  view-  at  the  time  the  bonus 
is  set  up. 

2.  Billing  operators:  These  operators  receive  a  flat 
weekly  wage  which  is  called  their  drawing  account, 
against  which  is  counted  the  number  of  postings  made 
per  operator  on  the  basis  of  a  certain  flat  rate  per 
posting.  The  billers  are  paid  also  for  forwarding  on 
the  same  basis.  At  the  end  of  the  month  all  money 
■earned  in  excess  of  the  drawing  account  is  given  them 
in  a  separate  envelope.  These  operators  are  not  charged 
with  shortages. 

3.  Attendance  bonus  for  delivery  boys  and  cleaners: 
A  flat  amount,  $1  for  the  boys,  $2  for  the  women,  per 
week,  for  perfect  attendance  during  that  time. 

4.  Group  bonus  for  checking  Hollerith  tabulating 
cards  in  order  to  determine  sales  checks  that  are  missing. 
The  work  of  the  ])receding  month  must  be  completely 
cleared  up  and  missing  checks  duplicated  or  accounted 
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for  by  the  tenth  of  the  following  month.  During  the 
month  all  work  must  be  kept  within  three  clays  of  the 
sale.  If  no  errors  are  found  against  the  checker  a  flat 
bonus  is  paid,  providing  all  earn  the  bonus;  otherwise 
nobody  earns  the  bonus.  There  is  a  penalty  for  errors, 
because  all  must  earn  the  bonus  for  anyone  to  earn  it. 
When  one  girl  is  falling  behind  the  others  come  to  her 
assistance  and  are  glad  to  do  so  in  order  to  keep  up 
the  work.  If  any  checker  constantly  falls  behind,  her 
case  is  taken  up  to  see  if  she  is  unsuited  for  the  work 
or  chronically  lazy,  and  personal  work  done  accordingly. 

5.  The  same  type  of  bonus  holds  for  the  work  in 
our  merchandise  repairing  bureau,  and  the  bonus  is  paid 
similarly, 

6.  Key  piiiichiiig  operators  are  paid  on  the  basis  of 
a  flat  rate  per  hundred  cards  punched.  The  Hollerith 
Tabulating  machine  is  used  for  reporting  sales.  There 
is  a  reduction  here  for  errors. 

7.  Commission  plan  for  the  payment  of  Sales- 
People.  The  Salesperson  has  a  flat  salary,  or  drawing 
account,  and  to  make  this  amount  must  sell  a  certain 
amount  of  merchandise,  depending  upon  the  i^ercentage 
set  up  for  the  department.  She  is  paid  the*  same  rate 
on  all  merchandise  sold  above  the  required  quota.  This 
payment  is  made  monthly.  Shortages  are  charged 
against  the  following  month's  commission,  or  carried 
along  until  the  close  of  the  year,  when  all  shortages 
are  wiped  out.  Each  salesperson's  case  is  treated  as 
an  individual  matter,  and  all  circumstances  of  the  de- 
partment considered  in  any  action  taken  in  her  case  if 
the  shortage  is  not  wiped  out  within  a  reasonable  period. 

8.  Bonus  for  delivery  authorisers :  These  clerks 
authorize  for  credit.  There  is  a  bonus  for  the  clerk 
who  authorizes  the  largest  number  of  checks  in  the  group 
and  a  flat  rate  set  on  each  check  which  operates  on  the 
guaranteed  wage  and  bonus  basis  in  the  same  way  that 
the  other  plan  described  operates. 
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IV.     William  Filene's  Sons  Company, 
Boston,  Massachusetts 

Floor  Superintendents'  Incentive  Wage  Plan 

The  present  plan  has  been  in  effect  since  January  1, 
1922.    About  fifty  floor  superintendents  may  participate. 

The  plan  is  in  two  parts  as  follows: 

1..  Each  floor  superintendent  is  paid  weekly  a  com- 
mission on  net  sales  equal  to  a  fixed  proportion  of  the 
average  amount  received  in  commissions  by  all  regular 
salespeople  in  his  or  her  department.  This  proportion 
varies,  ranging  from  one-half  to  twice  the  average 
amount  earned  by  the  salespeople  and  is  intended  to 
yield  about  $100,  per  year  for  each  floor  superintendent. 

2.  Each  floor  superintendent  shall  be  paid  at  the 
end  of  the  year  a  fixed  percentage,  ranging  from  20 
per  cent  to  50  per  cent  on  the  improvement  in  depart- 
ment selling  payroll  expense  including  both  salespeople 
and  non-selling  members  of  the  selling  division. 

Floor  superintendents  listed  under  this  plan  shall  not 
participate  at  the  end  of  the  year  in  any  general  bonus 
that  may  be  declared.  Inasmuch  as  this  plan  has  been 
in  operation  for  only  two  months  we  are  unable  to  form 
much  of  an  opinion  as  to  results;  however  the  plan  so 
far  seems  to  be  working  out  well. 

Salespeoples'  Incentive  Wage 

Takes  the  form  of  a  commission  and  provides  for 
the  payment  of  a  certain  per  cent,  on  net  sales,  payable 
weekly.  The  rate  varies  from  J4  of  1  per  cent  to  1 
per  cent  in  all  departments  except  Men's  Clothing  (5 
per  cent)  and  the  service  departments  (5  per  cent  to 
8  per  cent). 

This  plan  has  been  in  operation  since  September 
1920  and  is  the  most  successful  plan  we  have  yet  tried 
both  from  standpoint  of  the  store  and  employee.  At 
present  about  eight  hundred  and  fifty  people  are  work- 
ing under  this  plan. 
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BiLLERs'  Inxentive  Wage  Plan 

The  billers'  incentive  wage  plan  calls  for  the  payment 
of  1  cent  for  each  salescheck,  credit  slip  or  cash  voucher 
(slip  made  out  when  accounts  are  paid  at  cash  office 
window)  posted  to  the  ledger.  An  additional  cent  is 
paid  for  each  error  discovered  by  the  billers,  made  out- 
side their  own  department  such  as  wrong  account 
number  entered  on  salescheck  by  the  index  clerk.  A 
deduction  of  10  cents  is  made  for  each  error  made  by 
billers.  The  regular  weekly  wage  is  guaranteed  even 
thou.iili  it  is  not  covered,  that  is,  a  girl  working  for 
$18  per  week,  even  if  she  only  makes  seventeen  hun- 
dred postings,  receives  her  full  week's  pay.  The  extra 
remuneration  is  payable  weekly. 

The  plan  has  been  in  operation  since  October,  1920 
and  has  proven  very  successful.  Since  the  inauguration 
of  the  bonus  plan  we  have  been  able  to  keep  our  books 
balanced  daily.  We  have  been  able  to  handle  an 
increa.sed  business  without  adding  any  new  people.  The 
billers  average  in  extra  remuneration  about  $1  to  $1.25 
per  week,  about  twelve  employees  participate  under  this 
plan. 

BuYixG  Bonus 

Division  managers,  assistant  division  managers.  Buy- 
ers, and  assistant  buyers  may  participate  in  the  buying 
bonus,  payable  yearly.  The  plan  calls  for  the  payment 
of  a  percentage  on  sales  in  excess  of  quota  and  a 
j)ercentage  on  gross  profit  in  excess  of  quota  after 
deducting  actual  buying  traveling  expense. 

No  payment  will  be  made  if  either  sales  or  gross 
profit   fall  below  (juota  set. 

Payments  to  an  individual  working  in  more  than  one 
department  shall  only  be  made  if  the  minimum  sales 
and  gross  profit  percentage  for  the  group  of  their 
departments  have  been  exceeded. 

If  an  individual  working  under  the  above  arrange- 
ment is  transferred  during  the  vear  he  or  she  shall  be 
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paid  the  proportionate  part  of  the  year's  accomplishment 
based  on  the  time  employed  in  each  department  or  group 
of  departments.  Payments  shall  be  made  to  individuals 
only  if  they  have  been  in  the  employ  of  the  store  for 
the  full  fiscal  year. 

Any  payments  which  may  be  due  under  this  offering 
shall  be  subject  to  the  general  conditions  laid  down  bv 
the  management  that  there  shall  be  left  to  the  business 
a  certain  minimum  per  cent  of  net  profit  to  sales.  In 
case  it  were  necessary  to  reduce  these  payments  the  direc- 
tors of  the  corporation  shall  determine  how  this  reduction 
shall  be  made. 

Plan  has  been  in  operation  since  September,  1920. 
About  three  hundred  employees  are  eligible  under  this 
plan.  Last  year  less  than  a  third  of  those  eligible  earned 
a  bonus.  Generally  speaking  it  is  considered  as  fair 
as   any  plan  heretofore  in  operation. 

Incentive  Wage  Plan  for  Markers 

This  plan  recognizes  only  increased  efficiency  and 
production  as  a  basis  for  wage  increases  and  eliminates 
the  periodical   wage  increase. 

By  means  of  time  studies  a  point  standard  is  set 
for  each  weekly  salary  level.  This  point  standard  is 
based  upon  that  piece  of  merchandise  requiring  the  least 
amount  of  time  to  mark. 

One  handkerchief  is  given  a  point  allowance  of  one 
and  is  used  as  a  unit  in  determining  the  point  allowance 
for  marking  other  kinds  of  merchandise.  It  takes  twice 
the  amount  of  time  to  mark  one  corset,  a  corset  is 
therefore  given  a  point   allowance  of  two,  and  so   on. 

A  $12  per  week  marker  must  do  on  the  above  basis 
two  hundred  and  fifty  points  per  hour,  regardless  of 
the  kind  of  merchandise  she  is  marking,  for  every  hour 
spent  on  productive  work.  Non-productive  time  such 
as  training,  shopping,  attending  meetings,  lack  of 
merchandise,  etc.,  is  not  charged  against  the  marker  in 
determining  the  number  of  points  required  for  the  week. 
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JJomis  is  paid  weekly  on  points  in  excess  of  the 
quota  at  a   stated   rate   per  thousand   points. 

If  a  marker  for  six  consecutive  weeks  exceeds  the 
standard  number  of  points  set  for  the  next  highest 
salary  level,  she  automatically  advances  to  that  salary. 
Bonus   then   starts    at   production    above   this    standard. 

Thrift  Encouragement  Plans 
Filenc  Cooperative  Association  (Credit  Union) 

About  November  1,  1921,  the  Filene  Cooperative 
Association  Deposit  and  Loan  Bureau  became  a  Credit 
Union,  operatin.q^  on  the  banking  laws  of  Massachusetts. 

Mutual  Benefit  Association  Plans 

This  society  came  into  existence  on  January  1,  1921 
and  had  a  successful  first  year.  The  William  Filene's 
Sons  Company  helped  in  starting  the  organization  by 
contributing  $20,000.  The  society  for  the  year  would 
have  shown  no  balance  had  it  not  been  for  this  con- 
tribution. It  is  our  feeling  that  under  more  favorable 
conditions  the  society  w'ill  make  a  much  better  showinj^. 

Over  seven  hundred  members  shared  in  the  l)enefits 
paid  and  six  persons  received  the  full  extent  of  pay- 
ments  for  twenty-six  weeks  during  the  year. 

General  Bonus 

For  the  past  two  years  employees  not  working  under 
a  definite  wage  incentive  plan  have  been  paid  at  the  end 
of  the  year  an  amount  equal  to  three  weeks'  salary. 
This  bonus  is  neither  guaranteed  nor  agreed  upon  and 
practically  amounts  to  a  gift   from   the   management. 

In  announcing  its  policy  on  bonus  agreements  for  the 
year  ending  August  31,  1923,  the  management  of  William 
Filene  Sons  Company  has  decided  that  better  results  will 
be  obtained  and  a  more  equitable  distribution  will  be 
made  on  bonuses  if  no  attempt  is  made  to  set  up  sales 
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and  gross  profit  rc(j[uircments  for  departments  in  advance, 
as  was  done  last  year. 

In  a  bulletin  to  employees,  the  store  says: 

Vnr  division  managers,  assistant  division  managers,  buyers, 
assistant  hnyers  and  floor  superintendents  the  chief  consideration 
will  be  the  improvement  in  the  merchandise  profit  showing:,  which 
depends  largely  on  increase  in  sales  volume  and  control  of  mark- 
ups, mark-downs  and  expense. 

For  non-selling  department,  the  consideration  will  be  the  con- 
tribution of  the  department  as  a  whole  and  individuals  in  it  to 
the  total  results  of  the  store  rather  than  a  certain  number  of 
v/eeks'  pay  for  every  one  not  otherwise  participating. 

The  management,  therefore,  will,  at  the  end  of  the  fiscal  year 
when  results  are  known,  determine  the  total  amount  available  for 
bonuses  and  the  method  of  distribution. 

Further  study  of  opportunity  for  extra  remuneration  along 
the  lines  indicated  by  the  plans  now  in  operation,  which  provide 
for  more  frequent  payments,  will  be  made  in  the  hope  of  improv- 
nig  present  plans  and  developing  new  ones. 

The  management  calls  attention  to  the  definition  of  extra 
remuneration  as  being  an  "extra  reward  for  an  extra  effort  that 
brmgs  an  extra  profit  or  an  extra  result  definitely  measurable 
by  the  management." 


BONUS   PLAN   OF  D.   LL   HOLMES  COMPANY^ 

Our  plan  of  paying  employees— selling  and  non- 
selling— is  worked  out  in  this  way.  For  ten  years  we 
have  kept  a  careful  record  of  the  selling  costs  in  the 
various  departments  of  our  store.  For  as  many  years 
we  have  budget  records  of  the  non-selling  departments. 

We  find  that  selling  costs  vary  all  the  way  from  3.5 
per  cent  to  6.5  per  cent.  Linens  and  domestics,  for 
instance,  we  sell  for  3.5  per  cent ;  ribbons,  we  find,  cost 
as  high  as  6.5  per  cent.  So  in  the  linens  and  domestics 
department  we  simply  ask  that  a  girl's  salary  be  not 
over  3.5  per  cent  of  her  sales— and  that  it  never  fall 
below  our  minimum  wage  for  salespeople  of  $12  a  week. 
To  earn  this  minimum  wage  a  girl  must,  therefore,  sell 
$342.85  worth  of  goods  a  week,  or  $57.14  a  day.     If 

]  By  F.   W.    Evans,   President   and   Manager,   D.   H.   Holmes   Company. 
System.    June,    1920.     p.    1161-2. 


• 


I 


'U 
I 


I 


304 


FINANCIAL    INCENTIVES    FOR 


a  salesperson  cannot  sell  enough  goods  in  any  depart- 
ment to  earn  $12  a  week,  we  don't  want  him  or  her. 
If  someone,  seeking  a  job  in  a  3.5  per  cent  department, 
says,  "Now  I  think  I  ought  to  get  about  $20  a  week," 
we  just  turn  to  our  charts  and  answer,  "Very  well,  all 
you  have  to  do  is  to  sell  $95.24  worth  of  goods  a  day ; 
we  shall  gladly  pay  you  S20  a  week,  and  as  much  more 
as  you  can  earn." 

The  commission  plan  on  which  we  pay  our  sales- 
people is  not,  in  its  fundamentals,  greatly  different  from 
the  plans  which  are  used  by  a  considerable  proportion 
of  the  more  progressive  retail  organizations  of  the  coun- 
tr>\  In  some  of  its  details  it  is  out  of  the  ordinary, 
I  feel,  and  more  than  usually  successful.  And  because 
the  details  hang  inevitably  on  the  framework  of  the  plan, 
I  am  going  to  describe  the  whole  thing  here. 

I  have  said  that  we  require  our  salespeople  to  earn 
a  minimum  of  $12  a  week.  Rut  suppose  a  new  girl, 
seeking  employment  with  us,  objects:  "Xow,  I'm  inex- 
perienced at  selling  goods,  and  I  probably  won't  be  able 
to  earn  $12  a  week  at  the  beginning.  I  fear  that  you'll 
be  wanting  to  discharge  me  in  a  little  while  because  I 
can't  produce  my  quota."  Such  a  girl  we  put  on  what 
we  call  a  probationary  salary  of  $10  a  week,  until  she 
will  have  had  time  to  learn  the  business.  Even  at  that 
she  will  be  likely  to  cost  us  money  for  some  time  after 
she  begins ;  but  we  are  patient  with  novices.  Unless 
a  girl  proves  to  our  satisfaction  that  she  is  hopeless 
shortly  after  she  begins  work,  we  give  her  a  whole  year 
in  which  to  work  up  her  sales  to  where  she  earns  $12. 
During  that  year  we  may  change  her  from  one  depart- 
ment to  another  in  an  effort  to  discover  the  place  where 
she  fits  in  best.  If  within  a  year  she  cannot  reach  the 
$12  mark,  we  drop  her;  the  indications  are  that  she 
will  never  amount  to  much  as  a  salesgirl.  As  a  pro- 
bationer she  must  be  promoted  or  discharged  within 
the  vear. 
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Now  for  the  extra  earnings.  The  girl  who  sells  more 
than  enough  linens  and  domestics  to  earn  her  quota — 
on  which  her  minimum  wage  is  based  at  3.5  per  cent — ■ 
gets  an  additional  2.5  per  cent  on  her  excess  sales.  In 
the  silk  department  where  we  fix  the  cost  at  5  per  cent, 
she  gets  4  per  cent  on  her  excess  sales;  in  the  ribbon 
section,  where  the  cost  is  6.5  per  cent,  she  receives 
3.5  per  cent  on  excess  sales;  and  so  on. 

"But,"  someone  may  ask,  "'If  you  figure  the  mini- 
mum v/age  in  the  linens  and  domestics  sections  on  a 
basis  of  3.S  per  cent,  why  do  you  not  also  figure  the 
bonus,  or  additional  percentage  at  the  same  rate?"  Our 
reply  to  this  is  that  the  3.5  per  cent  rate  is  the  maximum 
that  we  can  afford  to  pay  for  selling  in  that  department. 
We  have  endeavored  to  make  the  salary  eas\'  to  earn, 
and  have  given  the  advantage  to  the  salary  end  rather 
than  to  the  commission  end.  Under  no  circumstances 
are  we  willing  to  let  the  selling  expense  exceed  3.5 
per  cent  in  this  department ;  and  we  find  that  the  dift'er- 
ential  between  the  salary  basis  and  commission  is  not 
too  great,  as  we  push  our  employees  up  to  the  3.5  per 
cent  salary  basis  as  rapidly  as  conditions  warrant.  This 
3.5  per  cent  has  to  carry  some  dead  weight  such  as  the 
salaries  of  those  who  are  absent  from  illness,  the  pro- 
bationary employees  who  are  not  really  earning  their  sal- 
aries, the  few  salespeople  who  now  and  then  fall  behind 
their  quotas,  and  so  on. 

For  every  employee  in  the  store  there  is  on  file  a 
salary  card  sufficiently  large  to  contain  the  record  for 
a  year.  On  the  cards  of  the  drivers,  shipping  clerks 
and  others  who  make  no  sales,  nothing  is  entered  but 
the  weekly  wage;  but  on  those  of  the  salespeople  is  a 
careful  record  kept  of  each  week's  sales,  and  the  com- 
missions earned  and  ])aid.  Picking  one  at  random  from 
the  files,  I  find  that  it  is  the  record  of  a  girl  whose 
weekly  drawing  account  we  have  fixed  at  $14.  Her 
sales  quota,   therefore,  on  a  3.5  per  cent  basis,   would 
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be  $400  a  week.  (Incidentally,  we  make  settlements 
with  the  clerks  every  four  weeks.)  During  the  first 
four  weeks  of  this  year  she  sold  $2,975.14  worth  of 
goods.  Her  quota  was  only  $1,600.  She  therefore  ex- 
ceeded her  quota  by  $1,375.14,  and  earned  a  commission 
of  $34.38.  Of  this  we  paid  her  $14  and  held  $20.38 
in  reserve  for  her.  I  shall  explain  this  reserve  feature 
later. 

This  girl  was  aided  in  greatly  exceeding  her  quota 
by  our  big  after-Christmas  sale,  which  took  place  in 
January.  In  February  she  did  not  do  so  well,  but  still 
earned  a  little  extra.  Nearly  all  our  departments  are, 
of  course,  influenced  to  an  extent  by  the  seasons,  by 
special  sales  and  so  on.  However,  we  have  salespeople 
whose  total  earnings  average  from  $50  to  $75  a  week. 

No  matter  how  much  any  salesperson  may  earn,  we 
make  it  a  practise  at  our  four- weeks*  settlement  period 
to  pay  him  or  her  only  25  per  cent  in  excess  of  her 
weekly  salary.  In  other  words,  the  girl  whose  weekly 
salary  was  $14  earned  $34.38  additional  during  the  four 
week?,  but  of  this  we  paid  her  only  $14 — 25  per  cent 
of  her  four  weeks'  salary.  The  balance  we  hold  back 
for  the  six-months'  settlement  period.  Twice  a  year  we 
make  settlement  of  the  full  balance  due  on  commissions ; 
some  of  our  people  frequently  draw  several  hundred 
dollars  at  such  times. 

Part  of  the  commissions  is  held  back  for  equalization. 
For  instance,  we  do  more  than  40  per  cent  of  our 
jewelry  business  in  December.  It  would  be  unfair  to 
allow  the  salesmen  in  that  department  to  get  a  tremen- 
dous commission  check  at  the  end  of  December,  and 
then  not  make  their  quotas  for  the  next  several  months. 
This  reserve  is  thoroughly  understood  by  all  of  the  sales- 
people;  they  tell  us  that  they  would  rather  get  their 
money  thus  in  a  lump  sum  than  have  it  given  out  to 
them  in   small  amounts  every  month. 
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They  Know  W^iiat  They're  Doing — So  They  Have 

More  Interest 

Of  course,  if  a  salesperson  quits  our  service,  the 
balance  due  on  commissions  is  immediately  paid  to  him, 
without  waiting  for  the  semi-annual  settlement. 

The  file  of  salary  cards  is  always  open  for  inspection ; 
employees  frequently  go  to  the  bookkeeper  in  charge 
and  ask  to  see  their  cards,  to  ascertain  whether  they 
are  keeping  ahead  of  their  quotas.  We  are  glad  to 
see  them  take  this  interest  in  their  progress ;  we  instruct 
the  bookkeeper  in  charge  to  help  them  in  any  way  he 
can. 

Every  now  and  then  a  clerk — in  the  silk  department, 
for  example — will  come  to  me  with  his  card  and  say. 
"My  sales  have  been  large  enough,  I  think,  to  entitle 
me  to  graduate  out  of  the  $25-a-week  class  and  into 
the  $30-a-week  class."  Of  course,  he  wants  his  quota 
raised.  He  gets  5  per  cent  on  his  quota,  and  only  4 
per  cent  on  everything  over  that.  If  his  minimum  wage 
is  $25,  he  must  sell  $500  worth  of  goods  to  earn  it. 
If  he  sells  $600  worth,  he  will  get  only  4  per  cent  on 
the  additional  $100  worth,  which  will  net  him  $29  a 
week.  But  if  his  minimum  wage  is  set  at  $30,  the 
same  $600  sales  will  draw  it  for  him.  To  get  that 
additional  dollar  per  week,  he  is  willing  to  assume  the 
risk  of  falling  behind  the  increased  quota,  and  thereby 
getting  into  trouble  with  us. 

Twice  a  year  we  go  over  the  cards  and,  noting  every- 
one's increased  sales,  we  raise  the  quota  of  each  to  the 
point  where  it  will  still  give  him  a  comfortable  working 
margin,  the  salary  being  raised  in  proportion.  We  try 
never  to  assign  anyone  a  quota  so  high  that  he  will 
be  in  danger  of  falling  behind  it.  But  if  any  salesperson 
has  honestly  achieved  a  certain  quota,  and  then  begins 
persistently  to  fall  below  it,  we  begin  to  seek  the  cause. 
Perhaps  the  employee  is  in  poor  health;  perhaps  there 
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is  sickness  or  trouble  at  home;  there  may  be  other  rea- 
sons. We  take  these  into  consideration  in  hancHing  the 
case ;  but  if  nothing  appears  save  negHgence  or  lassitude 
to  account  for  the  falling  off,  we  feel  compelled  to  dis- 
charge the  salesperson.  Anyone  who  has  attained  a 
given  volume  of  sales  should,  we  feel,  be  able  to  hold 
it  or  increase  it.     There  should  be  no  retrogression. 
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Linens  and  Domestics 

Furniture 

Women's  Ready-to-Wear 

Furs 

Floor  Coverings 

Knit  Underwear 

Hosiery 

Umbrellas 

Gloves 

House  Furnishings 

Ladies'  Waists 
Sweaters 

Corsets 

Petticoats 

Laces,  Embroideries 

China,  Glassware 

Muslin   Underwear 

Infants'  Wear 

Men's  F'urnishings 

White  Goods 

Colored  Dress  Good 

Silks 

Toys 

Trunks,  Bags 

Men's  Clothing 

Draperies 

Silverware 

Stationery,  Books 

Kodaks 

Women's  and  Children's  Shoes 

Men's  Shoes 

Jewelry 
Leather  Goods 
Art  Goods 

Women's  Neckwear,  Handker- 
chiefs, Veiling 
Millinery 
Boys'   Clothing 
Notions 

Ribbons 


COMMISSION 
BASIS 


.     3.5%  and  2.5% 


3.5%  and  3% 


i        4%  and  3V0 

}       4%  and  3.5% 


^     4.57^  and  3.5% 


5%  and  4% 


5.5%  and  4.5% 
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What  the  Salary  is  Based  on 
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6%  and  5% 
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CHAPTER  XVII 

COMPENSATION  OF  SALESMEN 

HOW  SHALL  WE  PAY  OUR  SALESMEN  ?» 

What  is  the  best  plan  for  payin.c:  travclinsr  sales- 
men?" This  question  is  frequently  asked.  The  answer 
is— there  is  no  "one  best"  method.  Practically  every 
method  in  use  has  its  elements  of  strength,  and  each  is 
advisable  under  appropriate  circumstances.  Likewise, 
every  method  in  use  has  its  limitations,  and  is  undesir- 
able, under  certain  other  conditions. 

Too  frequentlv  executives  deeply  im])ressed  with  the 
success  achieved  bv  the  plan  in  use  by  some  other  firm 
have  copied  the  plan,  and  have  endeavored  to  introduce 
it  in  their  own  businesses.  In  many  cases,  this  has  been 
a  mistake.  Simplv  because  a  plan  of  salesmen's  com- 
pensation works  well,  and  secures  desirable  results,  m 
one  line  of  business,  or  with  one  firm,  is  no  mdication 
that  it  will  prove  equally  successful  in  other  hues  of 
business,  operatin^:  under  dissimilar  circumstances. 

Occasionallv,  some  executive  writes  an  article  or 
delivers  an  address  in  which  he  claims  to  have  devised 
the  "most  satisfactorv"  plan  of  salesmen's  compensation, 
and  in  which  he  condemns  all  other  plans  as  inadequate 
or  unsatisfactory.  Tn  such  cases,  doubtless  the  plan 
described  is  best-for  his  business.  r>ut  it  might  prove 
disastrous  for  some  other  business,  confronted  by  entirely 

different  problems. 

The  difficulties  in  working  out  satisfactory  plans  ot 
salesmen's  compensation  are  due  largely  to  two  reasons : 

1  By    Ralph    E.    Heilman.    Dean    of    Northwestern    University    School    of 
Commerce.     System.     40:411-49-     October,   1921- 
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their  work  is  not  susceptible  of  close  personal  super- 
vision ;  and  they  are  required,  under  varying  conditions, 
to  perform  numerous  and  diversified   functions. 

"The  straight  salary  plan  is  all  wrong,  in  principle," 
says  a  recent  writer  on  this  subject.  Ordinarily,  there 
are  more  desirable  methods  of  compensation.  But  there 
are  circumstances  under  which  the  fiat  salary  is  not  only 
not  wrong  in  principle,  but  under  which  it  is  the  only 
practicable  and  feasible  method. 

For  example,  salesmen  are  frequently  employed  to 
do  work  which  is  largely  "missionary"  in  its  character. 
It  may  be  frankly  contemplated  that  their  work  is  largely 
promotional  and  developmental.  Their  job  is  to  call  on 
the  trade,  demonstrate  the  product,  "talk  it  up,"  famili- 
arize the  public  with  it,  in  short,  to  create  the  demand. 
It  is  expected  that  their  efforts  will  result,  not  in  imme- 
diate orders,  but  rather  in  future  sales — after  the  demand 
has  been  created.  Such  is  the  type  of  work  frequently 
expected  of  salesmen  engaged  to  introduce  a  new 
product. 

'Tt  will  take  us  five  years  to  develop  that  territory 
on  our  product,"  said  a  sales  manager  recently  with 
regard  to  a  western  territory  in  which  a  commodity 
was  being  introduced.  "During  the  first  two  or  three 
years,  we  shall  probably  cover  it  at  a  net  loss,  and  our 
salesman  there  may  not  make  his  expenses.  But  we 
are  going  to  develop  it  intensively,  for  it  will  pay  hand- 
somely— in  the  long  run." 

When  salesmen  are  employed  under  such  circum- 
stances, they  become  "ambassadors"  for  the  house.  They 
are  not  order  takers,  but  business  developers.  No  plan 
resting  upon  bonus  or  commission  on  sales  would  suf- 
fice— because  the  sales  do  not  come  until  later.  Here, 
doubtless,  the  best  method  of  compensation  is  the  flat 
salary. 

Under  circumstances  of  this  kind,  the  flat  salarv  not 
only  provides  guaranteed  livelihood,  despite  the  absence 
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of  immediate  sales ;  but  also  it  enables  the  sales  manager 
to  maintain  almost  absolute  control  over  the  salesmen. 
He  can  route  them  from  point  to  point,  instruct  them 
how  long  they  are  to  remain  in  each  city,  and  whom 
they  shall  call  on;  he  can  require  them  to  make  out 
detailed  reports,  require  them  to  make  small  towns,  and 
so  on.  Such  control  is  essential  when  the  work  is  largely 
developmental.  But  it  is  not  easy  to  secure  it.  unless 
the  salesman  feels  that  his  time  belongs  to  the  house. 
And  he  does,  when  the  house  is  paying  for  it,  in  the 
form  of  salary. 

Other  circumstances  may  justify  the  use  of  the  flat 
salary  method.  For  example,  a  large  milling  establish- 
ment in  Minneapolis  pays  its  traveling  salesmen  flat 
salaries.  They  sell  flour  directly  to  local  bakers.  Fre- 
quently a  complaint  arises  regarding  the  flour.  The 
baker  may  report  that  it  does  not  work  up  properly  in 
the  bread— the  product  is  unsatisfactory.  This  is  particu- 
larly likely  to  arise  with  a  new  customer  who  is  not 
familiar  with  the  methods  of  mixing  or  using  the  flour, 
or  with  an  old  customer  who  has  bought  a  new  brand 
of  flour.  All  these  traveling  salesmen  have,  themselves. 
been  practical  bakers.  As  soon  as  such  a  complaint  is 
received  the  salesman  in  whose  territory  the  complaint 
originates  is  immediately  notified.  He  returns,  at  once, 
to  visit  the  customer.  He  demonstrates  just  how  to 
mix  and  use  the  flour,  and  thus  makes  a  proper  adjust- 
ment. Obviously,  when  traveling  salesmen  are  used  for 
such  purposes,  the  flat  salary  is  the  most  satisfactor>' 
arrangement. 

Other  firms  use  traveling  salesmen  not  only  to  sell, 
but  to  dress  show  windows,  to  give  demonstrations  to 
the  retailers'  local  trade,  and  so  on.  When  the  house 
calls  upon  the  road  salesman  to  perform  functions  other 
than  direct  selling,  such  as  those  mentioned,  which  en- 
croach upon  the  time  he  might  otherwise  give  to  push- 
ing sales  directly,  the  flat  salary,  with  or  without  expense 


account,  is  likely  to  prove  a  most  satisfactory  arrange- 
ment. For,  when  they  are  working  on  a  flat  salary  the 
salesmen  do  not  feel  resentful  because  of  being  required 
to  perform  these  other  time-consuming  duties,  since  they 
do  not  lose  commissions  or  bonuses  which  they  otherwise 
might  earn  during  this  time. 

Of  course,  the  weakness  of  the  flat  salary  system 
is  that  it  does  not  provide  a  strong  incentive  to  push 
sales.  It  does  not  ofifer  a  strong  inducement  to  increase 
volume.  Ordinarily,  it  does  not  draw  out  of  the  sales- 
man the  full  exercise  of  his  capacities  and  abilities. 

Most  salesmen  paid  on  a  flat  salarv  basis  will  not 
be  "on  their  toes"  all  the  time,  to  do  their  best.  There- 
fore, the  use  of  this  method  is  to  be  recommended  only 
under  some  of  the  special  circumstances  suggested.  But 
it  is  not  to  be  forgotten  that  these  special  circumstances 
do  exist.  As  a  metliod  of  compensation,  the  flat  salary 
lias  its  place— although,  of  course,  not  a  universal  place. 

These  PlaxXs  Overcome  Some  of  the  Dis.\dv.\xtages 

OF  A  Flat  Salary 

In  some  cases,  the  dulling  effect  of  the  flat  salary-  is 
overcome  through  the  salesman's  hope  that  advancement 
m  salary  will  come  if  he  makes  a  good  showing.  The 
president  of  a  confectionery  business  in  Iowa  declares: 
"Our  method  is  to  advance  the  salesman's  salarv  when 
extra  effort  appears  to  increase  total  volume." 

Some  establishments  have  gone  so  far  as  to  introduce 
automatic  salary  advances.  Arguments  over  increases  in 
salary  are  likely  to  arise  when  all  or  a  considerable  part 
of  a  salesman's  compensation  is  obtained  in  the  fomi  of 
salary.  ITnless  these  are  settled  in  a  manner  which  is 
mutually  satisfactory,  the  salesman's  enthusiasm  is  likely 
to  be  undermined.  The  automatic  salarN  adjustment  is 
used   to  obviate   any  such  arguments. 

Under   these   plans,   a  fixed    salarv    is  agreed  upon 
with  the  arrangement  that  the   sales'  shall  constitute  a 
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certain  multiple  of  the  salary.  On  all  sales  over  this 
amount,  the  salesman  will  be  paid  a  specified  commis- 
sion. His  salary,  plus  his  total  commission  earnings  for 
the  first  year,  will  become  his  "basic  salary"  for  the 
second  year.  To  this  will  be  added  his  commissions  on 
sales,  provided  his  sales  exceed  those  of  the  first  year. 
The  plan  operates  the  same  way  in  each  succeeding 
year.     It  is  cumulative  in  its  eflfects. 

Thus,  his  basic  salary  readjusts  itself  each  year.  And 
he  always  has  the  incentive  to  push  his  sales  above  the 
preceding  year's  quota,  for  by  so  doing  he  not  only 
earns  his  bonus  in  the  current  year,  but  also  increases 
his  salary,  correspondingly,  for  the  following  year. 

It  is  doubtful  whether  this  plan  is  to  be  recommended 
for  general  use.  Due  to  an  unusually  successful  or 
prosperous  year,  the  house  might  become  obligated  to 
a  salary  the  continuation  of  which  the  salesman's  nor- 
mal volume  would  not  justify.  One  firm  which  had 
adopted  this  plan  some  years  ago  found  itself  greatly 
embarrassed  by  the  unforeseen  conditions  brought  about 
by  the  after-war  conditions.  In  1919  the  demand  for  its 
products  was  abnormally  increased.  Its  prices  mounted 
abnormally  high.  The  result  was  that  the  salesmen's 
volume  of  sales,  in  dollars,  increased  greatly  over  that 
of  preceding  years,  although  through  no  increased  eflforts 
or  greater  ability  upon  their  part.  Most  of  them  did, 
in  the  first  six  months  of  1919,  a  larger  volume  than  in 
any  previous  entire  year.  Their  commissions  were 
abnormally  large.  Not  only  that,  but  the  house  was 
obligated  to  use  as  the  basic  salary  for  1920  their  total 
earnings  for  1919.  although  it  was  extremely  doubtful 
whether  the  volume  for  1920  would  justify  such  salaries. 
I  do  not  know,  but  I  should  not  be  surprised  if  that 
firm  found  a  way  to  let  out  many  of  those  salesmen, 
rather  than  continue  to  pay  them  abnormally  high 
salaries. 

This  plan  for  automatic  salary  adjustments  could  be 
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satisfactory  only  so  long  as  the  price  level  remains  fairly 
uniform.  But  with  a  rising  price  level  it  works  unfairiy 
to  the  firm,  and  with  a  falling  price  level  it  works  un- 
fairly to  the  salesmen. 

It  is  conceivable  that  this  defect  could  be  overcome 
by  eliminating  dollars  as  the  yardstick  of  sales,  and  sub- 
stituting units  sold— for  example,  so  many  dozen 
pounds,  gross,  or  cadoads.  But  this  would  be  practic- 
able only  when  the  salesman  carries  a  single  line,  or  a 
few  uniformly  measurable  lines. 

Realizing  the  defects  of  the  flat  salary,  some  houses 
have  added  to  it  a  periodic  or  annual  bonus,  represent- 
ing an  arbitrary  allotment,  determined  upon  by  the  man- 
agement, after  the  close  of  the  year,  or  period.  Under 
this  plan  salesmen  are  paid  regular  weeklv  or  monthly 
salaries  throughout  the  year,  and  at  the  end  of  the  year 
an  additional  lump  sum  bonus  is  paid,  the  amount  of 
this  bonus  resting  at  the  discretion  and  judgment  of 
the  house. 

For  example,  the  manager  of  one  firm  says :  ''We  pav 
all  our  traveling  salesmen  on  a  flat  salary  basis.     How- 
ever, at  the  end  of  the  year  we  pay  each  of  them  an 
additional  bonus.     The  size  of  this  additional  bonus  is 
determined  upon  by  the  sales  manager,  in  consultation 
NNith  the  general  manager.     Thev  study  the  man's  sales 
record  during  the  year.     They  compare  it  with  his  pre- 
vious sales  to  see  whether  or  not  he  is  improving     Thev 
consider  the  possibilities  of  his  territory  and  any  favor- 
able or  unfavorable  industrial  conditions  which  may  have 
existed  in  his  territory;  his  general  attitude  and  spirit  of 
teamwork,  his  promise  for  the  future,  and  so  on.    In  the 
IjRht  of  all  these  considerations,  and  with  due  regard  for 
the  firm's  earnings  during  the  year,  they  reach  a  ^decision 
as  to  the   amount  of  bonus  which   should   properly   be 
paid  each  salesman.    A  check  for  this  amount  is  accord- 
ingly issued  to  each." 

In  other  words,  the  amount  of  the  bonus  is  deter- 
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mined  entirely  i)y  the  salesmen's  superior  officers — not 
by  the  application  of  any  set  formula  or  yardstick  of 
definitely  measurable  results,  but  by  the  exercise  of  their 
"best  judgment."  This  method  was  officially  endorsed, 
a  short  time  ago,  by  an  important  national  association 
of  jobbers. 

This  plan  assumes  that  the  management  will  deal 
as  fairly  and  as  generously  with  the  salesman  after  he 
has  made  his  sales,  as  it  would  prior  thereto.  In  many 
cases,  this  assumption  would  not  be  justified  by  the 
facts.  Further,  the  opportunity  for  honest  difference 
of  judgment,  as  between  the  manager  and  the  salesmen 
as  to  how  large  the  bonus  ought  to  be.  is  great,  and 
since  there  is  no  definite  plan,  and  no  standard  fixed 
by  previous  agreement,  many  "sore  spots"  and  grievances 
are  likely  to  result. 

Of  course,  the  payment  of  an  annual  bonus  at  the 
discretion  of  the  management,  frequently  produces  a 
feeling  of  genuine  appreciation,  good  will,  and  cordiality 
toward  the  corporation.  Such  payments  are  frequently 
made  on  Christmas  or  New  Years.  They  are  delightful 
evidences  of  the  holiday  spirit.  As  such,  they  are  not 
to  be  condemned.  Rut  it  is  a  mistake  to  regard  such 
bonuses  as  a  part  of  a  "plan  of  compensation." 

When  such  bonuses  are  paid,  they  should  not  be 
regarded,  in  any  sense,  as  a  part  of  the  employee's  regu- 
lar compensation.  Such  a  vague  and  arbitrary  plan 
could  not  be  expected  to  motivate  a  salesman  through- 
out an  entire  year.  Clearly,  if  an  effort  is  to  be  made 
to  use  a  plan  which  will  eflPectively  stimulate  and  energize 
the  salesman,  the  plan  must  be  on  a  more  definite  and 
businesslike  basis.  An  effective  stimulus  will  be  sup- 
plied only  if  the  salesman's  extra  compensation  is  closely 
related  to  his  individual  results — particularly  if  these 
results  are  susceptible  of  measurement  on  some  pre- 
determined and  prearranged  basis.  Further,  this  basis 
should  be  made  definitely  known  to  him,  in  advance, 
whenever  possible. 
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The  desire  to  measure  the  results  of  the  salesman's 
efforts,  and  to  pay  him  accordingly  is  the  basis  of  the 
commission  system.  Aside  from  the  fixed  salary,  prob- 
ably this  arrangement  is  the  most  common  method  of 
payment.  There  are  countless  varieties  of  commission 
plans.  In  some  cases,  the  straight  commission  is  used 
with  no  guaranteed  salary  whatever. 

One  automobile  accessories  firm  justifies  this  with 
the  argument  that  it  knows  what  percentage  of  sales 
it  can  afford  to  pay  out,  for  selling  expenses;  that  in 
reality  its  salesmen's  compensation,  regardless  of  the 
form  in  which  paid,  will  always  be  determined  by  this 
percentage.  Therefore,  it  regards  it  as  better  to  pay 
this  percentage  on  all  sales,  outright,  without  any  further 
obligations  in  the  form  of  salary,  or  drawing  account. 

Under  this  arrangement,  a  good  month  or  a  poor 
month  immediately  reflects  itself  in  the  amount  of  the 
salesman's  check,  since  he  receives  no  other  compen- 
sation. Therefore,  his  incentive  is  a  very  immediate 
and  direct  one.  He  is  made  very  sensitive  to  his  sales 
record. 

Of  course,  this  plan  weakens  the  control  of  the  house 
over  the  salesman.  He  is  likely  to  feel  no  obligation 
to  follow  a  route  mapped  out  by  the  sales  manager,  nor 
to  make  reports,  nor  to  work  continuously.  He  regards 
his  time  as  his  own,  and  will  work  when  and  as  he 
pleases.  There  is  the  danger  that  he  will  not  work  his 
territory  thoroughly,  but  that  he  will  simply  "skim  the 
cream." 

In  spite  of  these  objections  to  the  straight  commis- 
sion plan,  high-grade  specialty  salesmen  generally  work 
on  this  basis.  It  seems  best  suited  to  them.  For  such 
men,  who  have  confidence  in  their  own  ability,  and  who 
concentrate  on  the  sale  of  one  item,  a  guaranteed  salary 
frequently  has  little  significance,  and  they  often  prefer 
the  straight  commission,  and  the  independence  of  action 
which  goes  with  it. 

In  order  to  secure  a  better  control  over  their  com- 
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mission  salesmen  many  firms  prefer  to  pay  a  guaranteed 
salary  in  addition  to  the  commissions.  One  sales  mana- 
ger says:  'This  enables  the  house  to  supervise  the  use 
of  the  salesmen's  time,  to  require  daily  reports,  to  route 
them,  and  to  insist  upon  a  definite  amount  of  develop- 
ment work." 

It  also  insures  the  salesman  a  guaranteed  livelihood, 
which,  for  men  with  families,  is  sometimes  important. 
Unless  a  firm  is  willing  to  turn  its  salesmen  loose,  with 
little  or  no  supervision,  there  can  be  little  doubt  that 
the  guaranteed  salary  is  a  desirable  supplement  to  the 
commission  method. 

There  are  three  outstanding  types  of  the  commission 
plan.  Under  the  usual  arrangement,  the  salesman  is 
paid  a  uniform  rate  or  commission  on  all  sales — or, 
if  guaranteed  a  certain  salary,  a  uniform  rate  of  com- 
mission on  all  sales  above  a  definitely  fixed  amount. 

This  plan  of  a  uniform  rate  of  commission  is  most 
usually  employed  when  the  commodity  or  line  sold  is 
subject  to  repeat  orders,  from  regular  customers.  This 
plan  is  in  use  by  many  clothing  manufacturers,  and  by 
manufacturers  and  jobbers  in  shoes,  men's  furnishings, 
and  so  on. 

But  in  many  other  cases  the  line  carried  is  a  "one- 
sale''  specialty.  That  is,  the  salesman  does  not  build 
up  a  clientele  of  regular  customers,  but  sells  his  com- 
modity only  once  to  each  customer.  Follow-up  business 
and  repeat  or  regularly  recurring  orders  are  not  ex- 
pected. Under  such  circumstances,  some  houses  have 
found  it  highly  advantageous  to  use  a  "sliding  scale" 
rate  of  commissions,  similar  in  principle  to  the  Taylor 
differential  piece-rate  for  factory  workers. 

Under  this  plan,  there  is  a  marked  increase  in  the 
rate  of  commissions  as  the  volume  of  sales  increases. 
Ordinarily,  a  quota  or  goal  is  fixed  upon  which  the  stand- 
ard rate  of  commissions  is  paid.  All  excess  sales,  beyond 
this  amount,  are  grouped  into  steps — with  an  increasing 
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rate  of  commission  for  each  step,  or  graded  increase 
in  sales.  F^or  example,  one  firm  pays  its  salesmen  accord- 
ing to  their  orders  as  follows: 

Vohimc  of  Orders  Commission  Paid 

on  Entire  Vohime 

$  50,000  5  per  cent 

?50,ooo  to      60,000    6  per  cent 

60,000  to      70,000    7  per  cent 

70,000  to      80,000   8  per  cent 

80,000  to      90,000    g  per  cent 

fX),ooo  to     100,000    10  per  cent 

Among  the  firms  which  have  used  this  plan  with 
special  success  are  automobile  general  agencies ;  firms 
selling  vacuum  cleaners,  cooking  utensils,  and  so' on,  to 
housewives ;  and  publishing  firms  which  sell  subscription 
books  and  special  sets  of  books.  In  practically  all  of 
these  lines  it  is  not  necessary  or  customary  for  the  sales- 
man to  rely  on  repeat  orders,  or  on  the  development  of 
a  regular  clientele.  Rather,  he  must  constantly  seek  and 
find  new  customers. 

This  arrangement  is  especially  well  devised  for  such 
business.  For  here  it  may  be  justifiable  and  desirable 
for  the  salesman  to  "push"  his  prospect  more  vigorously 
than  if  he  were  calling  on  him  regularly,  month  in  and 
month  out.  The  plan  encourages  the  salesman  to  put 
forth  his  most  aggressive  effort,  with  every  prospective 
purchaser,  with  the  hope  that  each  additional  order  will 
help  to  "put  him  over"  into  the  next  higher  commission 
rate. 

Neither  of  the  above  commission  plans  ordinarily 
differentiates  between  the  various  lines  which  the  sales- 
man may  carry.  Both  offer  a  uniform  commission,  re- 
gardless of  the  lines  sold.  Therefore,  neither  is  well 
adapted  to  the  salesman  who  sells  several  or  many  dif- 
ferent commodities,  each  of  them  yielding  a  varying  per- 
centage of  ])rofit  for  the  house.  For  under  both  of  these 
salesmen's  commission  plans,  the  emphasis  is  entirely 
upon  volume  of  sales. 
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But  some  of  the  lines  carried  may  yield  a  large  mar- 
gin of  profit,  some  may  yield  an  average  or  normal 
margin,  others  may  yield  a  small  margin,  some  may 
yield  no  margin  at  all  or  be  carried  at  a  loss.  Rut  to 
the  salesman  this  variation  makes  no  difference  if  he 
receives  the  same  commission  on  all. 

He  is  interested  only  in  the  aggregate  volume  of  his 
sales,  since  he  receives  the  rate  on  all  sales  made.  So 
he  is  likely  to  push  those  lines  which  sell  easiest,  or  on 
which  his  volume  counts  up  most  rapidly.  But  these 
may  be  the  very  lines  on  v^^hich  the  net  profit  for  the 
house  is  small. 

A  Commission  Plan  That  Helps  Profits 

To  overcome  this  situation  some  houses  have  intro- 
duced the  "classified  commission"  plan.  This  offers  an 
incentive  to  push  the  sale  of  the  most  profitable  lines. 
The  various  lines  sold  are  classified  into  groups  in  ac- 
cordance with  the  profit  on  each. 

Those  which  produce  substantially  the  same  margins 
of  profit  are  classified  together  in  the  same  group,  and  a 
different  commission  is  paid  upon  articles  in  each  group. 

This  plan  is  used  by  a  number  of  wholesale  grocers, 
wholesale  hardware  houses  and  by  other  firms  carrying 
many   diversified   lines. 

For  example,  one  jewelry  jobbing  house  divides  its 
lines  into  three  groups: 

Group  A— Diamonds     (induding     all     stones     and     jewels). 
Group  B— Jewelry    (gold-  and  silver-plated  jewelry,   chains, 
rings,  pins,  lockets,  and  so  on.) 

Group    C— Watches  (including  six  hues  of  watches,  and  also 

watch  cases). 

There  is  a  great  difference  on  the  profit  obtainable  on 
these  three  general  lines  of  merchandise.  Therefore,  in- 
stead of  paying  a  uniform  rate  of  commission  on  all 
sales,  a  varying  percentage  is  paid  to  the  salesman  on 
sales  from  each  group.    Thus,  the  salesman  is  given  an 
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incentive  to  push  those  lines  which  are  most  profitable 
for  the  house ;  his  commission  on  these  articles  is  larger. 
The  basic  principle  is  that  the  salesman  profits  as  the 
house  profits. 

There  are  many  firms  today,  carrying  numerous 
items  of  merchandise,  but  paying  a  uniform  commission, 
which  could  greatly  improve  their  plan  of  compensation 
and  render  it  more  effective  by  such  a  classification  of 
lines. 

PAYING  SALESMEN  TO  GET  RESULTS  ^ 

Profit-sharing  is  one  of  the  newer  plans  in  use  for 
paying  salesmen.  Already,  a  substantial  number  of 
houses  have  introduced  profit-sharing  plans  for  their 
men.  Their  experience  has  sufficed  to  demonstrate  that 
profit-sharing  plans,  like  the  others  herein  described,  are 
admirably  adapted  to  certain  types  of  business,  to  certain 
conditions,  and  to  secure  the  performance  of  certain 
functions. 

There  are  two  types  of  these  profit-sharing  plans. 
Some  houses  pay  a  flat  salary  plus  a  definitely  established 
percentage  of  the  profits  of  the  entire  business.  For  ex- 
ample, the  Dennison  Manufacturing  Company  pays  its 
senior  salesmen  (together  with  certain  other  of  the  more 
responsible  employees)  a  percentage  of  the  company's 
profits.  A  Chicago  corporation  engaged  in  merchandis- 
ing machinery  divides  among  its  salesmen  a  percentage 
of  the  profits  earned  by  the  business  as  a  whole.  Such 
l^lans  rest  upon  the  principle  that  sharing  in  the  general 
prosperity  of  the  business  will  develop  among  the  sales- 
men a  strong  attitude  of  cooperation  and  team-work,  an 
intense  loyalty,  a  sense  of  partnership,  and  therefore  a 
feeling  of  deep  responsibility  for  the  success  of  the  busi- 
ness. 

When  it  is  not  practicable  or  feasible  to  pay  salesmen 

*  By   Ralph   E.   Heilman,   Dean   of   Northwestern   University    School   of 
Commerce.      System.      40  :  561-89.      November,    ig2i. 
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on  any  sort  of  commission,  bonus  or  measured  basis,  and 
when  they  must  therefore  be  paid  primarily  a  flat  salary, 
It  may  be  that  such  profit-sharing  plans  will  tap  the  sales- 
man's hidden  reserves  and  draw  out  of  him  something 
more  than  would  the  flat  salary.  If  so,  the  share  in  the 
company's  profits  may  prove  a  desirable  supplement  to 
the  flat  salary. 

However,  most  of  the  profit-sharing  plans  in  use  for 
salesmen  supply  a  more  direct  and  immediate  incentive 
than  the  chance  to  share  in  the  general  profits  of  the  con- 
cern. Most  of  them  tie  up  his  extra  compensation  to  his 
own  eflForts,  by  permitting  him  to  participate,  not  in  the 
general  profits  of  the  business  as  a  whole,  but  rather  in 
the  particular  profits  yielded  by  his  own  orders,  or  by 
the  business  secured  by  him.  These  may  be  regarded  as 
"mdividual  profit-sharing  plans,"  rather  than  general. 

Among  the  firms  which  are  using  this  "individual 
profit-sharing"  arrangement  are  Sprague  Warner  and 
Company,  Seeman  Brothers,  Vander  Voort  Brothers, 
Klauber  Wangenklein,  J.  E.  Humphreys  and  Company! 
George  Worthington  Company,  Francis  H.  Liggett  and 
Company,  and  the  Parsons  and  Scoville  Company. 

This  method  is  not  to  be  universally  urged,  any  more 
than  the  plans  described  above.  However,  it  is  clear 
that  there  are  some  types  of  business  to  which  it  is  ad- 
mirably well  adapted. 

One  of  the  conditions  under  which  its  use  may  prove 
successful  is  when  goods  are  not  sold  on  the  "one  price" 
basis ;  that  is,  when  absolutely  fixed  prices  are  not  main- 
tained. There  are  lines  in  which  traveling  salesmen  are 
permitted  leeway  in  quoting  prices.  Within  limits  they 
make  their  own  prices,  with  due  regard  to  competitive 
and  other  conditions.  This  is  true,  to  a  considerable  ex- 
tent, with  salesmen  selling  groceries,  spices,  teas,  coflfees, 
and  canned  goods.  When  salesmen  operate  under  these 
conditions,  there  is  always  a  strong  pressure  to  cut  prices 
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if  necessary,  in  order  to  obtain  the  order— unless  they 
are  penalized  for  so  doing.  When  they  are  paid  on  the 
uniform  commission  basis,  the  classified  commission 
basis,  or  a  bonus  on  excess  sales,  there  is  always  an 
insidious  temptation  to  slash  prices  to  obtain  the  sales. 
For  making  a  sale,  even  at  a  cut  price,  produces  a  com- 
mission for  the  salesmen,  but  it  may  mean  no  profit— 
or  even  a  loss  for  the  house. 

But  when  the  salesmen's  extra  compensation  depends 
upon  the  actual  net  profit  produced  by  his  orders,  he  is 
not  hkely  to  slash  prices  unnecessarily.  As  a  partner  and 
profit-sharer,  he  feels  his  responsibilitv  for  getting  a 
reasonable  price.  ' 

Again,  there  are  other  houses  which  rely  upon  their 
salesmen  to  make  credit  investigations,  and  reports  as  to 
the  credit  standing  and  responsibilitv  of  the  customer  to 
whom  the  goods  are  sold.  This  is  particularly  true  of 
smaller  houses.  The  larger  ones  frequentlv  relieve  the 
salesmen  of  this  function,  and  delegate  it  entirely  to  the 
credit  department. 

If  a  house  depends  to  any  considerable  extent  upon 
Its  salesmen  to  discharge  this  function,  a  commission  svs- 
tem  IS  clearly  dangerous.  When  he  is  paid  a  commission 
or  bonus  on  his  volume  of  sales,  the  salesman  is  likely  to 
take  on  overly  optimistic  view  with  regard  to  the  cus- 
tomer's credit  standing.  But  when  the  salesman  depends 
for  his  extra  compensation,  upon  the  net  profits  yielded 
by  his  business,  or  by  his  territory,  he  is  likely  to  be  much 
more  conservative  with  regard  to  his  credit  reports. 

The  president  of  one  of  these  concerns  says  of  this 
plan :  "In  making  this  profit-sharing  distribution  we  de- 
duct the  lost  accounts  in  the  salesman's  territory.  The 
purpose  of  this  arrangement  on  lost  accounts  is  'to  have 
the  salesman  directly  interested  in  the  collection  of  ac- 
counts and  in  furnishing  our  credit  department  with  re- 
liable information." 
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The  Circumstances  Which  May  Make 
Profit-Sharing  Payment  Best 

Occasionally,  salesmen  are  even  used  to  make  collec- 
tions. A  hardware  jobbing  house  in  St.  Louis,  which 
sells  largely  in  the  rural  towns  of  the  Southwest,  reports 
that  this  is  one  of  the  functions  regularly  performed  by 
its  salesmen.  Its  village  customers  do  not  send  their  re- 
mittances in  to  the  office,  but  make  them  directly  to  the 
salesman  on  his  regular  trip.  Thus  it  becomes  one  of  his 
functions  to  keep  collections  up. 

A  house  in  Chicago,  which  uses  the  individual  profit- 
sharing  arrangement  with  its  salesmen,  and  which  sells 
to  many  very  small  retailers,  has  this  clause  in  its  profit- 
sharing  contract:  ''Second  party  (the  salesman) 
agrees  .  .  .  when  requested  ...  to  assist  in  collecting 
doubtful  or  delinquent  accounts  which  may  arise  in  his 
territory,  without  any  compensation  or  expense  what- 
ever." Another  firm,  using  the  same  plan  of  compensa- 
tion, reports  that  it  uses  its  salesmen  regularly  to  call 
upon  customers  about  past-due  accounts. 

It  is  clear  that  if  the  salesman  is  to  be  used  also  as  a 
collector  of  accounts,  his  plan  of  compensation  must  take 
this  fact  into  account,  and  must  oflfer  some  special  in- 
ducement for  the  performance  of  this  function.  Such  an 
inducement  is  ofifered,  in  these  individual  profit-sharing 
plans. 

Still  another  circumstance  which  leads  some  firms  to 
use  the  individual  profit-sharing  basis  is  the  necessity  of 
requiring  the  salesman  to  carry  many  lines,  yielding  dif- 
ferent percentages  of  profit  to  the  house.  As  has  already 
been  described  here,  some  houses  have  met  this  situation 
by  the  use  of  a  classified  commission  plan,  under  which  a 
different  percentage  of  commission  is  paid  for  sales  in 
each  group.  But  other  houses  have  found  it  more  satis- 
factory to  meet  this  particular  problem  by  the  use  of  in- 
dividual profit-sharing. 
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In  some  kinds  of  business— for  example  those  dealing 
in  groceries,  general  merchandise,  food  products,  vege- 
tables, fruits,  perisable  provisions — the  lines  carried  are 
very  numerous,  and  the  profits  yielded  on  different  lines 
are  very  diverse.  Under  a  classified  commission  plan 
changes  in  classification  of  commodities  from  group  to 
group  would  be  frequent,  due  to  changing  costs  and 
fluctuating  market  conditions.  Such  frequent  changes  in 
classification  are  likely  to  be  resented  by  the  salesmen. 
But  under  individual  profit-sharing  such  market  changes 
do  not  require  a  change  in  classification,  nor  a  shift  in 
the  basis  of  compensation,  since  the  salesman  is  simply 
paid  a  percentage  of  the  profits  on  all  sales. 

In  these  individual  profit-sharing  plans  the  usual  ar- 
rangement is  to  pay  the  salesman  a  percentage  on  all  the 
profits  arising  from  his  sales,  or  in  his  territory.  This  is 
frequently  paid  him  as  his  sole  compensation,  with  no 
guaranteed  salary  whatever.  A  New  York  firm  engaged 
in  importing,  manufacturing,  and  distributing  food 
products,  reports  that  it  pays  as  full  compensation  for  all 
services  from  30  per  cent  to  33  per  cent  of  profits  to  its 
city  salesmen,  and  40  per  cent  to  out-of-town  salesmen 
whose  traveling  expenses  are  naturally  greater. 

The  arrangement  usually  provides  that  a  specified 
percentage  of  net  profits  shall  be  paid  the  salesmen,  a 
manual  containing  the  basic  or  cost  price  of  all  merchan- 
dise being  placed  in  the  hands  of  the  salesmen  for  their 
guidance.  Ordinarily,  a  uniform  percentage  is  added  by 
the  house  to  the  actual  costs,  to  cover  administrative  and 
overhead  expense. 

One  midwestern  jobbing  house,  employing  this  plan, 
uses  the  following  phraseology  in  its  contract:  "The 
second  party  (the  salesman)  hereby  agrees,  that  in  deter- 
mining the  net  profit  on  sales  made  by  him  or  to  his 
trade,  he  will  at  all  times  accept  as  conclusive,  and 
be  bound  by,  the  cost  price  on  merchandise  that  may 
from  time  to  time  be  given  him  by  the  first  party,  and 
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in  determining  such  net  profits  the  cost  prices  and  net 
profits  shall  be  arrived  at  by  the  system  and  in  the  man- 
ner now  and  heretofore  practised  by  the  first  party." 

But  the  profit-sharing  payment  is  not  always  the  sole 
compensation.     The  profit-sharing  principle  can  be  com 
bined   with   a   guaranteed    salary,   if   desired.     Thus,   a 
large  hardware  jobbing  firm  in  Cleveland  pays  a  fixed 
salary,  plus  a  percentage  on  individual  profits. 

Enough  has  been  said  to  indicate  that  if  salesmen  are 
expected  not  only  to  sell,  but  also  to  perform  certain 
other  important  functions  which  affect  credits  and  col- 
lections, adjustments  and  complaints,  and  the  margin 
of  profits  on  goods  sold,  profit-sharing  may  prove  highly 
successful.  Indeed,  if  all  or  most  of  these  factors  are 
present  profit-sharing  will  probably  constitute  the  best 
arrangement.  For  then  the  net  profits  arising  on  the 
salesmen's  business  is  the  best  measure  or  yardstick  of 
his  success,  and  of  his  value  to  the  firm. 

Some  sales  organizations  are  making  an  effort  to 
apply  the  principles  developed  by  the  scientific  manage- 
ment movement,  in  factory  and  shop  work.  The  prin- 
ciple underlying  practically  all  scientific  management 
shop  plans  is  to  divide  and  subdivide  the  work  into  its 
various  parts,  and  to  pay  the  worker  for  his  perform- 
ance of  these  various  functions,  his  performance  of  each 
being  definitely  measured.  While  many  objections  are 
brought  against  these  scientific  management  plans,  it  is 
indisputable  that  in  many  cases  the  output  of  the  work- 
ers has  been  tremendously  increased  through  them. 

In  making  an  application  of  this  principle  to  sales 
work,  the  work  of  the  salesmen  is  broken  up  into  its 
various  separate  parts  and  functions,  a  standard  price 
being  established  for  the  performance  of  each  of  these 
tasks.  For  example,  one  firm  whose  salesmen  make 
a  house-to-house  canvass  pays  them  30  cents  for  original 
calls,  25  cents  for  repeat  calls,  and  50  cents  for  demon- 
strations, regardless  of  sales  made.     On  this  particular 


household  commodity  a  commission  of  $4  is  also  paid 
for  each  sale.  Where  this  plan  has  been  tried,  it  is 
reported  that  the  number  of  calls  made,  and  of  demon- 
strations made,  has  greatly  increased — thus  giving  a 
much  more  rapid,  and  a  more  intense  covering  of  the 
territory. 

A  plan  of  this  kind  is  well  adapted  for  firms  the 
salesmen  of  which  do  house-to-house  soliciting,  or  which 
do  not  require  the  services  of  high-grade  salesmen.  Such 
a  plan  is  likely  to  keep  them  steadily  on  the  job. 

Sometimes  a  "Point  Plan"  Fits  the  Conditions 

Best 

But  superior  salesmen  would  probably  object  to  such 
a  method.  They  would  be  likely  to  argue  that  as  long 
as  they  succeed  well  in  turning  in  the  orders,  they  do 
not  purpose  to  accept  such  minute  regulation  and  super- 
vision of  their  daily  work.  Further,  the  requirement 
of  making  reports  for  each  day's  work,  in  such  detail, 
would  not  be  adapted  to  their  temperament,  nor  to  their 
habits. 

Some  houses  are  using  a  modified  form  of  this  so- 
called  scientific  management  principle  through  so-called 
"point  system."  In  these,  the  salesman  is  largely  relieved 
of  making  special  reports,  his  "points"  being  computed 
and  recorded  by  the  house. 

These  plans  provide  for  the  payment  of  commissions 
on  sales,  to  which  are  added  additional  payments  for 
the  accomplishment  of  those  other  special  functions 
which  it  is  desired  the  salesman  will  perform.  Each  of 
these  functions  is  weighted,  or  appraised  in  terms  of 
"points."  The  salesman's  extra  point-bonus  depends  on 
the  number  of  such  points  accumulated  to  his  credit. 

For  example,  a  number  of  points  may  be  allotted  to 
such  results  as  the  securing  of  each  new  account,  the 
increase  of  each  old  account,  each  call  made,  the  decrease 
in  the  ratio   of  gross  to  net  sales,   or  the   decrease   in 
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the  ratio  of  expense  to  sales.  For  each  of  these  points 
a  fixed  amount  say  $1,  is  paid.  The  Bauman  Clothing 
Corporation  uses  such  a  plan,  and  against  these  points 
credited  to  the  salesmen's  account  it  makes  deductions, 
in  points.  For  example,  these  acts  bring  a  specified 
reduction  in  points — each  old  account  lost,  each  account 
decreased,  an  increase  in  ratio  of  gross  to  net  sales,  or 
a  failure  to  call  on  a  specified  number  of  retailers. 

A  Cincinnati  jobbing  house,  in  addition  to  paying 
a  regular  salary  and  commission,  has  an  interesting  pomt 
plan.  Salesmen  are  given  points  as  follows,  on  a  monthly 
basis : 

Each   new   customer  sold    3  points 

Each  new  prospect  to  whom  goods  are  shown . .       i   point 

Each   suggestion   submitted   and   accepted 4  points 

Decrease  in  ratio  of  gross  to  net  sales  com- 
pared to  corresponding  month  of  preced- 
ing   year    30  points 

Increase    over   sales   of    corresponding    month 

of  preceding  year    25  points 

Decrease  in  ratio  of  expense  to  sales  compared 

to  corresponding  month  of  preceding  year..     15  points 
Acknowledgment  on  day  of  receipt  of  all  com- 
munications   from   sales   department    10  points 

For  each  new  town  visited    5  points 

-Vo  complaints  from  customers  regarding  sales- 
""•an       5  points 

For  each  point,  a  money  value  is  established.  A 
bonus  is  paid  monthly,  based  upon  the  number  of  points 
earned  during  the  month. 

If  such  a  point  plan  is  to  be  used,  the  character  of 
those  acts  for  which  points  may  be  given  and  the  rela- 
tive importance  to  be  attached  to  such  acts  will,  of  course, 
depend  upon  the  type  of  business.  Such  a  schedule  of 
points  could  be  worked  out  for  most  businesses  to  pro- 
vide a  special  incentive  to  do  those  things  which  would 
best  promote  the  interests  of  the  particular  business. 
Such  plans  not  only  offer  a  financial  incentive  to  the 
salesman  with  regard  to  his  "outside  value"  (that  is,  his 
value  entirely  aside   from   his  direct  volume  of  sales). 
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but  also  they  serve  to  call  his  attention  emphatically  to 
these  outside  values.  They  help  him  to  realize  that  his 
value  to  the  house  depends  not  only  on  his  volume  of 
sales,  but  also  upon  his  development  of  new  trade,  his 
offering  of  valuable  suggestions,  his  promptness '  and 
willingness  in  cooperating  with  the  home  office,  his  re 
duction  of  cancelations  and  bad  accounts,  his  cutting 
down  the  sales  expense,  and  so  on.  The  plan  serves  to 
set  these  phases  of  his  work  constantly  before  his  mind 
and  to  direct  his  attention  clearly  upon  them. 

Such  point  plans  could  not,  of  course,  provide  the 
principal  source  of  income,  for  the  salesmen.  But  they 
may  well  be  used  together  with  flat  salary,  uniform 
commissions,  classified  commissions,  or  profit-sharing,  as 
a  supplementary  form  of  payment.  It  is  reasonable  to 
expect  that  we  shall,  in  the  future,  see  a  much  wider 
use  of  such  plans,  which  offer  special  rewards  for  the 
performance  of  specific  acts  of  omission  and  commis- 
sion. 

The  quota  or  task  principle  may  be  used  as  a  part 
of  practically  any  compensation  plan.  Indeed,  unless  it 
IS  clearly  established  for  him  by  the  house,  the  typical 
salesman  will,  consciously  or  unconsciously,  establish  a 
quota  for  himself.  Every  salesman  has  a  standard  of 
what  he  thinks  he  should  earn.  This  standard  is  based 
upon  his  previous  earnings,  his  standard  of  life,  the 
amount  required  to  maintain  himself  and  family  in 
accordance  with  their  accustomed  standards  of  comfort, 
the  earnings  of  his  associates,  and  similar  considerations! 
An  income  less  than  this  will  arouse  his  resentment 
and  dissatisfaction. 

One  man  places  himself  ''in  the  $5,000  class."  An- 
other places  his  mark  lower,  another  one  much  higher. 
The  danger  is  that  when  he  has  reached  this  mark  he 
will  slacken  his  pace  and  rest  on  his  oars.  There  is 
always  present  the  temptation,  after  the  salesman  has 
reached  the  mark  set  for  himself,  that  he  will  be  indif^ 
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ferent  to  difficult  prospects,  and  that  he  will  cover  the 
territory  less  thoroughly.  Having  reached  what  he  re- 
gards as  an  adequate  compensation  or  a  satisfactory 
income,  he  is  too  likely  to  be  satisfied,  and  to  become 
less  alert.  Then  the  employer  does  not  continue  to  get 
the  full  exercise  of  the  salesman's  abilities. 

In  order  to  offset  this  lurking  danger,  the  house, 
not  the  salesmen's  standard  of  comfort,  should  deter- 
mine the  quota.  The  quota  should  represent  the  amount 
of  sales,  a  season,  or  a  year,  which  can  reasonably  be 
expected  from  the  salesman,  provided  he  meets  a  rea- 
sonable standard  of  efficiency. 

I  shall  not  discuss  the  methods  by  which  such  quotas 
may  be  established.  Various  methods  have  been  worked 
out — based  upon  total  population  in  the  salesman's  ter- 
ritory, upon  ''balanced  population,"  that  is,  that  part  of 
the  population  which  will,  presumably,  constitute  poten- 
tial purchasers,  and  upon  many  other  considerations. 

Frequently,  when  the  salesman  carries  diversified 
lines,  it  may  be  wise  to  differentiate  between  these  line? 
in  the  determination  of  his  quota.  Otherwise,  he  may 
reach  his  quota  simply  by  pushing  the  lines  which  sell 
easiest,  or  which  count  up  in  money  most  rapidly.  Such 
a  course  may  be  highly  undesirable  and  unprofitable  to 
the  house.  To  offset  this  danger,  some  firms  have  intro- 
duced the  "split  quota,"  a  quota  within  a  quota.  The 
total  quota  is  subdivided  by  lines  or  groups  of  lines, 
so  that  the  quota  for  each  group  will  bear  approximately 
the  same  gross  profit. 

Thus,  if  the  year's  quota  is  set  at  $350,000,  it  may 
be  made  up  by  the  following  groups: 

I   $6o,ooo 

2     70,000 

3  50,000 

4  80,000 

5  25,000 

6  30,000 

7  35,000 

$350,000 


Under  this  arrangement,  the  bonus  may  be  paid  on 
each  individual  line  after  the  quota  on  that  line  has 
been  reached.  Or,  it  may  be  paid  only  if  the  aggregate 
amount  is  reached.  If  the  aggregate  is  reached  or  ex- 
ceeded, but  if  there  is  a  deficit  in  some  one  group,  this 
must  be  made  up  by  excess  sales  in  some  other  group, 
in  such  a  way  that  the  excess  sales  will  have  a  relative 
importance  to  the  total,  equal  to  the  deficit. 

For  example,  in  the  quota  above,  assume  that  the 
salesman  falls  $5,000  short  of  the  quota  in  group  5, 
but  runs  ahead  of  his  quota  in  group  3.  It  would 
require  $10,000  excess  sales  in  group  3  to  balance  a 
$5,000  shortage  in  sales  in  group  5.  For,  the  aggregate 
quota  requires  two  times  larger  volume  in  group  3  than 
in  group  5. 

Either  through  the  use  of  an  aggregate  quota,  or  a 
split  quota,  a  definite  goal  or  object  should  ordinarily 
be  established,  regardless  of  what  plan  of  compensation 
is  used. 

When  the  quota  is  used  with  the  flat  salary,  the 
understanding  is  that  the  salesman  cannot  regularly 
obtain  less  business  than  indicated  by  the  quota,  and 
continue  to  justify  his  salary.  When  used  with  the  sal- 
ary plus  commission,  or  salary  plus  bonus,  it  is  usually 
provided  that  the  commission  or  bonus  is  to  be  paid  on 
sales  in  excess  of  the  quota.  Even  with  the  profit- 
sharing  plan,  the  quota  can  be  used  to  establish  a  definite 
goal  or  objective — a  standard  of  reasonable  expectation. 

Thus,  the  quota  principle  can  well  be  embodied  in 
almost  any  compensation  plan.  But  it  is,  of  course, 
always  essential  that  the  quota  shall  be  worked  out, 
established,  and  adjusted  with  marked  care. 

This  study  has  served  to  indicate  clearly  that  no  plan 
is  uniformly  applicable.  No  single  plan  will  succeed 
under  all  conditions.  On  the  other  hand,  practically 
every  plan  now  in  general  use  will  succeed,  under  cer- 
tain conditions.  The  concern  which  wishes  most  eflPec- 
tively  to  energize   its  salesmen  cannot  simply   copy   a 
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plan  used  by  another  firm.  While  it  may  profit  by  a 
study  of  the  principles  involved,  experience  has  shown 
that  it  must  make  its  own  application  of  these  principles, 
in  the  light  of  its  own  conditions. 

The  plan  which  succeeds  must  be  worked  out  in 
detail,  to  fit  the  individual  establishment.  It  must  be 
worked  out  in  such  a  way  as  to  be  adapted  to  the  particu- 
lar type  of  business,  to  the  conditions  under  which  it 
operates,  to  the  kind  of  line  or  lines  in  which  it  deals, 
to  the  type  of  salesmen  which  it  employs — and,  most 
important,  to  the  particular  functions  which  the  firm 
desires  of  its  salesmen. 

METHODS  OF  COMPENSATING  SALESMEN  ^ 

In  speaking  of  compensation  methods,  one  having  in 
mind  the  present  situation  said :  "The  methods  formerly 
employed  have  not  been  suited  to  these  new  conditions." 
All  will  admit  that  new  conditions  are  continually  met 
in  business  and  this  non-debatable  fact  is  probably  the 
reason  why  a  set  compensation  plan  never  fits  for  long 
and  is  a  subject  for  constant  readjustment.  In  our  opin- 
ion it  will  be  a  continuous  subject  for  readjustment. 
Conditions  on  which  to  base  compensation  do  not  remain 
the  same. 

The  ability  of  the  man,  the  nature  of  the  job  to  be 
performed,  the  value  of  the  accomplished  task  to  the 
employer,  the  individual  standard  of  living,  and  the  right 
to  save  and  accumulate,  are  among  the  factors  that 
should  determine  the  amount  and  form  of  compensation. 

Since  this  is  a  report  on  methods  of  compensation 
for  salesmen,  a  common  agreement  as  to  terms  seems 
desirable. 

Analyzing  the  use,  our  understanding  as  to  the  mean- 
ing of  the  terms  is  here  noted: 

*  By  C.  K.  Woodbridge,  Sales  Manager,  The  Dictaphone,  New  York. 
Abstract  of  a  report  presented  to  the  Cleveland.  Ohio,  meeting  of 
the  Taylor  Society,  May  9,    igji.     Bulletin.    Taylor  Society.    August,   1921. 


Compensation:  Making  terms  suitable  to  or  for — 
a  counter-balance; 

Salary:  A  predetermined  periodical  allowance  made 
as  compensation  to  a  person  for  services; 

Commission:  A  compensation  accruing  to  an  agent 
or  factor  indeterminate  in  amount;  usually  a  precent- 
age  of  the  value  handled  by  the  factor; 

Bonus:  An  extra  allowance;  that  which  is  offered 
or  won  as  an  honor  and  reward  for  superiority  or  suc- 
cess, as  in  a  contest; 

Task :  A  specific  amount  of  labor  required  or  under- 
taken. 

Compensation  Plans  in  Use 

From  a  study  of  the  subject  as  presented  in  Printers 
Ink  of  April  7,  The  Dartnell  Corporation  Report  No. 
17,  Practical  Plans  for  Compensating  Salesmen;  forty 
questionnaires  from  national  sales  organizations,  and  a 
bit  of  experience,  a  few  of  the  known  variety  of  com- 
pensation plans  now  in  use  are  here  given.  Only  a 
brief  reference  will  be  made  to  some,  since  the  nature 
of  these  plans  is  in  most  cases  of  common  knowledge 
and  since  the  sources  of  information  for  the  most  part 
are  accessible  to  all.     We  find  the  following: 

1.  Straight  Commission. 

2.  Sliding  Commission:  A  commission  the  rate 
of  which  autornatically  increases  as  predetermined  sales 
goals  are  reached. 

3.  Group  Commission  Plan:  Merchandise  divided 
into  groups,  each  paying  a  different  commission. 

Commission  plans  are  extensively  used.  It  is  the 
opinion  of  many  that  they  place  the  sales  expense  and 
risk  on  the  other  fellow.  In  practice  they  develop  a 
tendency  to  oversell.  Cold  canvas  for  prospects  is  neg- 
lected. The  relationship  of  salesman  and  house  is  not 
close.  Too  much  money  is  made  in  boom  times,  too 
iittle  in  hard  times. 
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4.  The  Straight  Salary:  This  plan  is  probably 
used  by  50  per  cent  of  all  concerns.  The  man  with  the 
fixed  income,  having  faith  in  his  house  and  a  quality 
product,  works  as  a  partner  in  the  business  and  increases 
goodwill  for  his  firm.  It  lacks,  in  the  minds  of  a  great 
many,  proper  incentives  for  better  than  ordinary  per- 
formance, 

5.  Salary  and  Commission:  This  is  a  combination 
of  the  two  most  widely  used  compensation  plans.  It 
is  favored  in  times  when  selling  is  difficult,  as  at  the 
present  moment.  By  it  a  salesman  is  supposed  to  profit 
through  his  industry. 

6.  Salary,  Expense  and  Commission:  In  this  sal- 
ary and  expense  are  deducted  froni  commission  earned 
on  sales,  and  if  there  is  an  excess  it  is  paid  to  the 
salesman. 

7.  Salary  and  Commission  on  Soles  over  a  fixed 
quota  or  task  (sometimes  called  salary  and  bonus)  : 
Making  quota  is  an  exciting  game  and  if  the  rules  are 
fair  and  the  quota  not  unreasonable,  it  is  entered  into 
with  great  enthusiasm  by  salesmen. 

8.  Salary,  Commission  and  Bonus:  This  combina- 
tion introduces  the  bonus  in  recognition  of  excellent  or 
superior  service.  The  introduction  of  an  extra  allow- 
ance for  excellent  or  superior  service  has  created  manv 
forms  of  bonuses.     These  include: 

a.  Bonus  on  special  features:  An  amount  paid 
for  special  accomplishments,  such  as  selling  package 
goods  more  than  bulk  goods,  or  any  accomplishment  of 
special  profit. 

b.  Bonus  on  net  profits.  A  percentage  on  dif- 
ferent classes  of  sales  according  to  profits;  for  instance 
a  certain  per  cent  on  strictly  city  business,  a  little  more 
on  suburban,  and  the  maximum  on  country  business. 


c.  Bonus  on  total  sales:  This  encourages  vol- 
ume building,  sometimes  at  the  expense  of  profit. 

d.  Bonus  on  quota  excess:  A  quota  or  task  is 
assigned  to  each  man  which  represents  what  he  ought 
to  sell  normally,  and  then  a  bonus  is  paid  for  all  sales 
in  excess. 

9 

e.  Bonus  on  low  sales  costs :  A  reasonable  cost 
of  selling  is  established,  and  a  bonus  paid  to  salesmen 
if  his  cost  is  less. 

f .  Bonus  on  service  to  house :  Paid  on  estimate 
of  constructive  value  of  salesmen's  work. 

g.  Bonus  on  increased  efficiency:  To  correct 
weaknesses  and   develop   sales  ability. 

h.  Bonus  on  promotional  work :  Paid  for  dress- 
ing windows,  opening  up  new  dealers,  selling  "hard 
nuts,"  etc. 

i.  Bonus  on  branch  office  sales:  Bonus  paid  to 
branch  on  total  sales  over  quota,  and  prorated  among 
salesmen.     This  promotes  cooperative  work. 

9.  Task  and  Bonus  Systems:  Since  the  salesman 
spends  a  greater  portion  of  his  time  before  the  sale  in 
preparation  and  after  the  sale  in  follow  up,  than  he 
does  in  the  actual  sale,  this  plan  of  paying  for  the  tasks 
performed  and  giving  bonuses  as  incentives  for  excellent 
performance  is  of  great  present-day  interest.  Salary 
and  expenses  must  be  provided  for. 

The  Dictaphone  sales  organfzation  is  paid  a  salary 
for  specific  tasks  to  be  performed  under  direction, 
such  as : 

a.  Daily  calls  on  owners. 

b.  New  prospects   and   follow  ups. 

c.  Demonstrations  and  the  supervision  of  instal- 
lations according  to  unit  sales  as  a  bonus. 

Another  concern  in  our  industry  pays  for  tasks  as 
follows : 
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Each   canvassing   call    - $    lo 

Each   soHcitation   call    05 

Each  demonstration  call 25 

A  Drawing  account  is  allowed.  These  task  pay- 
ments help  reduce  the  amount  drawn.  A  commission 
is  paid  in  addition  on  the  sales  of  equipment.  This 
latter  is  considered  a  bonus. 

10.  The  Point  System:  Quoting  a  fellow  sales 
manager:  "We  measure  the  value  of  a  salesman's  time 
by  the  volume  of  goods  sold  during  a  certain  period  or 
at  a  certain  percentage  of  cost.  Of  course,  the  final 
objective  and  purpose  of  the  field  organized  is  to  sell 
goods,  but  much  of  the  work  of  selling  goods  is  accom- 
plished by  cloing  other  things  than  writing  up  actual 
orders.  The  field  sales  organization  has  other  duties 
to  perform  which  are  as  important  to  the  sales  work 
as  taking  orders  for  goods.  In  fact,  much  of  this  work 
is  at  times  more  important  than  the  actual  booking  of 
volume.  To  properly  measure  the  results  or  value  of  a 
salesman's  work,  it  is  necessary  that  we  fix  a  value  on 
each  of  the  duties  to  be  performed  and  credit  that 
salesman  when   he  has  performed  those  duties."  . 

The  point  system  involves  the  use  of  a  common 
denominator.  The  sale  of  the  product  requiring  the 
least  resistance  is  usually  that  denominator.  A  point 
is  given  for  every  dollar  of  that  one  product  sold,  and 
upon  that  standard  all  other  values  are  determined. 

Penalties  are  fixed  for  not  doing  the  things  the  com- 
pany wants  done. 

The  value  of  a  point  having  been  determined,  the 
salesman's  salary,  figured  in  points,  will  indicate  what 
he  had  to  do  in  tasks  to  justify  his  pay.  If  $.004  is 
the  value  of  a  point,  5,000  points  would  be  necessary 
to  get  $20.00  a  week.  The  following  factors  are  used 
in  giving  points: 
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(a)  Easy  selling  advertised  product i 

(b)  Products   offering  double   net  profit 2 

(c)  Products   offering   triple   net  profit 3 

(d)  Products  especially  hard   to   sell 2 

(e)  Products  that  have  very  high  repeat  qualities 2 

(f)  Products    that    are    being    closed    out 2 

2.  Credit  for  Securing  Particularly  Desirable  Business 

(a)  New  customer   who  discounts   bills 200 

(b)  New   customer   who   pays   within   thirty  days..     150 

(c)  New  customer  who  takes  sixty  days  or  over..     100 
Half  credit   when   order  is   received   by  mail. 
One-quarter   credit    when    order    is    closed    by    office. 
Penalty   for  loss  of  customer— "six  months   without 

huying"        j-q 

3.  Credit  for  Cooperating  with  Credit  Department 

(a)  Information   which  results  in   saving  account..  100 

(b)  Local    investigation    of    new    account 50 

(c)  Valuable  information  regarding  old   account..  50 

Penalty  for  bad  debt  through  failure  to  report 100 

Penalty   for   bad    debt   not   due    to   salesmen 50 

4.  Credit  for  Cooperating  with  Advertising  Department 

(a)  Report  on  dealer  advertising  activities 2 

(b)  Getting  dealer  to  use  store  advertising  matter..  10 

(c)  Gettnig  dealer  to  use  dealer  electrotvpe 10 

(d)  Securing  mailing   list   from   dealer..' 10 

5.  Credit  for  Cooperating  with   Sales  Department 

(a)  For   every    report   turned    in j 

(b)  For  calls  made  without   sales . ..     2 

(c)  Information    of    interest    to    other    departments!,     i 

6.  Penalties  and  Rewards  for  Quality  of  Salesmanship 

(a)  Misrepresenting   facts    jooo 

(b)  Complaints   from   customers [,[[  300 

(c)  Goods   returned   "in   addition    to   credit"...!..!.  100 

(d)  Falling  off  in  sales  over  last  year  joo 

One  large  national   concern   in  describing  the  point 
svstem  savs: 
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We  need  a  measuring  stick  by  means  of  which  we  can 
measure  all  territories  and  all  men  alike  under  varying  coti- 
ditions  ni  varying  territories,  and  still  show  the  good  salesman 
m  proper  comparison,  whether  he  is  in  good  or  bad  territory. 

We  take  the  three  largest  considerations  in  the  salesman's 
work,  VIZ.,  calls,  order  and  volume,  and  after  determining  the 
approximate  number  of  calls,  orders  and  volume  in  units  of 
retail  sales,  which  we  except  to  accomplish  during  the  year, 
we  fix  on  each  of  them  a  value  of  points  to  be  credited  to 
the  salesman  accomplishing  one  of  the  tasks. 

This  valuation  will  be  as   follows; 

For   each   call    5  points 

For  each   retail   order  taken    15       " 

For  each  unit  sold  retailers   i  point 

Therefore  for  each  call  a  salesman  makes  he  will  be  credited 
with  5  points,  for  each  retail  order  taken  regardless  of  size 
he  will  receive  credit  for  15  points;  and  in  addition,  he  will 
receive   1   point  for  each  unit  of  sales. 

We  find  by  actual  comparison  with  the  range  of  calls, 
orders  and  units  of  sale,  based  upon  the  average  experience 
in  all  territories  over  several  years,  that  this  valuation  keeps 
the  days  work  balanced  up  about  in  accordance  with  the  im- 
portance of  the  work  done. 

In  territories  where  a  large  number  of  calls  per  dav  is  possible 
the  orders  run  small;  in  sparse  territory,  where  few  calk  per 
day  are  possible,  the  orders  run  larger. 

A  man,  working  for  distribution  among  the  small  trade 
should  make  a  lot  of  calls  and  take  a  large  number  of 
orders,  but  the  volume  would  be  small.  Another  salesman  in  a 
country  territory  would  be  able  to  make  onlv  a  small  number 
of  calls  and  take  a  few  orders,  but  the  country  orders  run 
larger  and  his  volume  would,  therefore,  average  up  his  dav's 
work. 

The  use  of  the  point  system  has  produced: 
11.  The  Ratinrr  Plan:  This  plan  aims  to  pay  sales- 
men a  bonus  over  and  above  the  salary  and  commission 
on  the  basis  that  if  a  salesman  can  be  made  to  over- 
come his  weaknesses  he  will  be  a  greater  producer.  Men 
are  rated  according  to  the  quality  of  their  work  each 
month.  The  following  gradings  were  used  by  one 
company. 

Integrity    (indicated  by  letters  of  complaint) 
Aggressiveness    (shown    by    new    accounts    opened, 
etc.) 
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Industry    (shown  by  number  of  calls  made,  etc.) 
Economy   (indicated  by  expense  account) 
Salesmanship    (determined    by    large    profits    sales) 
For  each    month   according   to   fixed   standards    for 
performance,   a    100    per    cent    record    might    be    worth 
$50;  accomplishment  up  to  100  per  cent  would  be  paid 
for  accordingly. 

12.     Sales  and  Service   Quota  Plan:     This  consists 
of  : 

a.  A  sales  quota  and  a  service  quota.  This  plan 
establishes  a  quota  based  upon  previous  year's  sales 
Other  methods  are  known  for  establishing  quotas  The 
service  quota  is  the  number  of  tasks  that  should  be 
performed  in  relation  to  total  calls. 

b.  A  point  system  by  which  actual  sales  and  ser- 
vice are  translated  into  credit  points. 

c.  A  method  by  which  the  credit  points  (the 
work  done)    are  translated  into  earnings.. 

d.  Salary  and  expense  allowance  must  be  arrived 
at,  based  on  average  amount  paid   for  some  period. 

e.  A  plan  for  paying  to  the  salesman  the  differ- 
ence between  his  total  credit  points  (actual  sales  and 
service  performed)  and  the  total  debit  points  (monev 
m  salary  and  expense  allowance  advanced). 

13.  Salary  and  Percentage  of  Saving  Plan  \  sales 
manager  in  the  west  has  developed  this  plan  after  manv 
trials:  The  company  sets  a  certain  percentage  figure 
to  cover  the  expense  for  each  salesman's  territory,  and 
by  increasing  his  sales  or  reducing  his  expenses  the  sales- 
man can  effect  extra  earnings.  I^:ach  salesman  is  given 
a  sales  quota  for  his  territory.  Each  one  similarlv  is 
given  an  expense  budget  based  on  analysis  of  the  cost 
covering  this  territory  in  the  past  and  modified  to  meet 
present  costs. 

If  the  salesman's  quota   is   $200,000  per   vear,   and 
his  salary  plus  expense  budget  is  $6,000  per^ear,  his 
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given  expense  rate  will  be  3  per  cent.  Now  if  he 
increases  his  sales  to  $250,000,  he  will  earn  an  extra 
3  per  cent  on  $50,000,  or  $1,500.  If  he  keeps  his  sales 
at  $200,000  and  reduces  his  total  expense  to  $5  000  he 
will  earn  an  extra  $1,000. 

Out  of  about  forty  concerns  of  whose  methods  of 
compensation  we  have  knowledge— through  a  question- 
naire—twenty-five paid  straight  salary,  salary  and  com- 
mission or  salary  and  bonus;  nineteen  paid  straight 
commission,  but  thirteen  of  these  allowed  drawing 
accounts.  Therefore  it  is  evident  that  practically  all 
consider  that  the  salesman  must  have  some  regular  in- 
come that  he  can  depend  upon,  thus  recognizing  the 
importance  of  providing  for  living  and  expenses. 

As  between  salary   alone   or  with  a  commission   or 
bonus,   and   drawing   account   against    commissions,   the 
practice  is  somewhat  more  in  favor  of  the  salary  plan. 
The    other    soon   hangs   a    millstone    around    the   sales- 
man's neck  in  the  shape  of  a  debt  that  kills  his  effort 
Practically   all    those   dealin^r   i„   a   straight   commission 
plan  offer  prizes  based  on  the  introduction  of  contests 
in   the   sales   program.     About    7'?   per  cent  of  all   use 
prizes  and   many   give   prizes   in   special   sales   contests 
introduced  for  the  purpose  of  creating  the  competition 
of  play  in  the  game  of  selling.     Contests  pav  the  indi- 
vidual contestant  in  the  coin  of  accomplishment      The 
world  loves  a  winner  and  the  winner  likes  to  be  reminded 
of  his  success. 

After  all.  it's  team  work  that  counts,  and  when  you 
have  the  proper  spirit  and  the  proper  attitude  toward 
the  organization,  you  can  get  great  sales  results  from 
contests ;  and  it's  not  the  size  of  the  reward  that  counts 
so  much  as  it  is  that  something  which  makes  the  man 
feel  that  winning  indicates  his  standing  among  his 
fellows. 

The  statement  is  made  about  commission  methods 
Ihat    salesmen   sell    their  personality   or  else   plan   mer- 


chandising without  a  bit  of  service.  The  importance 
of  service  is  perhaps  the  excuse  for  extra  pay  in  the 
form  of  bonus— commission  and  tasks.  After  all  the 
use  of  bonus  plans  is  to  increase  the  producing  power 
of  the  sales  force. 

Methods  of  compensation  for  salesmen  require  an 
analysis  of  the  job  to  be  done,  and  these  jobs  differ  in 
different  lines.  Find  out  what  the  operations  are  and 
decide  how  much  of  the  total  sum  you  are  willing  to 
spend  should  be  paid  for  each  operation.  Then  take 
into  consideration  the  individual,  his  cost  of  living  his 
expense  his  ability  and  his  right  to  save  and  accumu- 
late.    These   factors   should  determine  compensation 

It  is  evident  that  no  one  has  yet  discovered  a  com- 
mon sales  compensation  plan  that  will  fit  all  tvpes  of 
business.  Granting  that  one  plan  may  be  adaptable  to 
groups  covering  one  class  of  business,  like  hardware 
groceries,  etc.,  that  same  plan  may  not  fit  all  factors 
in  each  company's  sales  work,  and  we  do  not  think  the 
one  plan  should  necessarily  be  common  to  all  the  indi- 
viduals on  the  sales  force. 

PLAN  FOR  PROMOTIiXG  SALES  WITH 

BONUSES  ' 

How  THK  Minneapolis  General   Electric  Company 

Successfully  Worked  Out  a  Salary  and  Bonus 

System  for  Paying  Salesmen 

A  few  years  ago  the  sales  department  of  the  Minne- 
apohs  General  Electric  Company,  organized  on  the 
straight  salary  basis,  was  running  along  smoothlv  with 
an  established  force.  Then  one  of  the  salesmen  who 
was  getting  $165  per  month,  suddenly  left  the  companv's 
employ.  His  action  was  responsible  for  the  institution 
of  a  bonus  system   in  the  company's  sales   department 
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for  it  was  decided  to  give  his  salary  to  the  men  already 
in  the  department  in  the  shape  of  bonuses  in  the  hope 
that  this  would  stimulate  sales. 

In  the  beginning  those  who  were  working  out  the 
plan  took  the  sales  records  of  all  the  men  in  the  depart- 
ment over  a  period  of  several  years.  From  these  records 
it  was  found  that  if  an  arbitrary  value  for  points  was 
assumed  the  average  man's  sales  ranged  between  two 
thousand  points  and  five  thousand  points  per  month.  The 
assumed  value,  based  on  a  value  of  forty  points  for 
securing  a  wiring  contract  in  an  old  house  already  on 
the  company's  line,  established  a  basis  from  which  to 
figure.  The  number  of  points  to  be  credited  to  a  sales- 
man for  securing  other  kinds  of  business  was  figured 
in  relation  to  house-wiring  in  such  a  manner  that  the 
salesman  could  not  afford  to  go  after  business  that  would 
come  in  by  itself  and  would  be  encouraged  to  go  after 
business  that  carried  a  profit  to  the  company.  The  same 
plan  was  used  in  arriving  at  values  of  points  for  various 
items  in  the  commercial  lighting  business  and  in  the 
small  power  business.  The  result  of  these  calculations 
is  given  in  the  table  herewith,  which  sets  forth  the 
number  of  points  credited  to  each  class  of  business.. 

NuMRER  OF   Points   for   Bonus   System 

RESIDENCE    BUSINESS 

Number 
Class   of   Business:  of   Points 

A.  Old   house,    reconncction    contract    i 

B.  New  house,  new  service  on  extension    2 

C.  New  house,  new  service  on  line   5 

D.  Old  house,  new  wirinp  on  extension.  Ratio  ^. . .  .  10 

E.  Old  house,  new  wirin<r  on  extension,  Ratio  i....  20 

F.  Old  house,   new   wiring  on   line    40 

COMMERCTAT,     LIGHT 

G.  Old     building,     reconncction     contract,     per    $Joo 

revenue  per  year   4 

H.     New  building,  new  service  on  extension,  per  $100 

revenue  per  year   8 

I.     New  building,  new  service  on  line,  per  $100  rev- 
enue per  year  20 


J.     Old  building,  new  wiring  on  extension,  per  $100 

revenue  per  year 40 

K.    Additional  on  meter  per  $100  revenue  per  year: 

1.  Expansion    20 

2.  Displacement    50 

L.     Old  building,  new  wiring  on  line,  per  $100  revenue 

per  year    100 

COMMERCIAL  POWER 

H.     New  power  on  extension  per  $100  per  year   8 

I.     New  power  on  line  per  $100  per  year  20 

K.     New  power,  additional : 

1.  Expansion    20 

2.  Displacement    50 

M.    Change  of  name  contract  (any  class  of  business).      5 

With  the  point  system  established,  it  was  then  neces- 
sary to  lay  down  the  rules  under  which  the  bonus  would 
be  given  to  the  salesman.  It  was  decided  that  the  amount 
of  bonus  which  should  be  allotted  to  a  salesman  should 
be  in  direct  proportion  to  the  amount  by  which  he  re- 
duced his  own  net  sales  expense  for  any  certain  month 
over  the  same  month  in  the  preceding  year.  For  in- 
stance, a  certain  salesman  had  a  record  of  two  thou- 
sand points  and  his  total  sales  expense  was  $100,  then 
his  sales  expense  per  point  would  be  5  cents.  Then, 
a  year  later,  if  he  made  a  record  of  four  thousand 
points  and  his  sales  expense  remained  at  $100,  the  cost 
of  his  business  per  point  would  be  2.5  cents.  He  would 
then  have  reduced  his  cost  of  doing  business  by  the 
amount  of  2.5  cents  per  point,  and  his  bonus  would  be 
2.5  cents  times  four  thousand,  the  total  number  of 
points,  or  $100.  The  salesman's  total  sales  expense  in 
each  instance  was  taken  as  meaning  his  salary  plus  his 
expenses.  Expenses  were  interpreted  as  being  all  ex- 
pense items  except  such  things  as  civic  and  commercial 
club  dues  and  such  other  items  as  the  company  wishes 
to  pay  to  help  promote  civic  spirit.  The  equity  of  the 
plan  was  at  once  apparent  to  the  salesmen,  who  were 
in  reality  given  the  amount  they  saved  the  company. 

The   plan   also   works    the   other   way,   however,    in 
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that  a  salesman  can  lose  money.  He  always  gets  his 
salary,  but  if  he  shows  a  loss  in  points  which  entitles 
him  to  a  loss  of  his  bonus  he  must  make  up  the  loss  in 
bonus  before  he  can  be  credited  with  a  cash  bonus. 
Furthermore,  a  salesman  must  increase  his  volume  of 
business  before  he  can  be  credited  with  a  cash  bonus. 
Suppose,  for  example,  that  in  April,  of  one  year, 
a  salesman  had  a  record  of  fifteen  hundred  points  at  a 
cost  of  5  cents  per  point,  and  then  in  April  a  year 
later,  he  again  made  a  record  of  fifteen  hundred  points, 
but  reduced  his  sales  expense  to  4  cents  a  point.  This 
would  apparently  entitle  him  to  a  bonus  of  $15,  but  a 
bonus  gained  in  this  manner  is  good  only  to  apply 
against  a  bonus  deficit  and  cannot  be  collected  as  a  cash 
bonus. 

An  important  feature  of  the  plan  is  the  reserve  fund 
which  has  been  worked  out  in  connection  with  the  sys- 
tem. Before  a  salesman  can  get  any  bonus  he  must 
have  a  credit  of  $25  in  the  reserve  fund.  After  that 
he  can  collect  every  month  a  bonus  amounting  to  $10 
plus  50  per  cent  of  the  balance  which  he  may  earn. 
The  primary  purpose  of  the  reserve,  is  to  provide  ample 
credit  to  absorb  any  deficit  which  a  salesman  may  con- 
tract in  an  ofif  month.  The  secondary  reason  for  the 
reserve  is  that  it  provides  an  accumulation  toward  the 
purchase  of  an  automobile.  The  salesmen  are  heartily 
in  favor  of  this  plan,  because  each  of  them  wants  a  car. 
To  buy  the  machine  it  is  not  necessary  for  a  salesman 
to  wait  until  his  reserve  reaches  the  amount  of  the  pur- 
chase price,  $382,  for  the  company  will  buy  the  car 
after  the  salesman's  reserve  has  reached  a  reasonable 
amount  and  will  then  assist  him  in  paying  for  it  by 
deducting  $10  from  his  salary  and  $10  from  the  bonus 
which  he  earns  each  month. 

It  is  the  experience  of  the  Minneapolis  company  that 
the  last  named  feature  of  this  plan,  which  helps  the 
salesmen  get  cars   of  their  own,  is  a  highly   desirable 


one.  It  has  been  found  that  the  salesman  with  a  car 
cannot  only  make  more  money  for  himself,  but  can  be 
of  greater  service  to  the  company. 


BONUS  PLAN  FOR  SALESMEN 
La  Salle  Extension  University,  Chicago 

Most  of  the  salesmanagers  of  the  La  Salle  Extension 
University  are  on  a  salary-plus-bonus  basis.  The  field 
representatives,  however,  are  covered  by  a  special  adapta- 
tion of  this  method  called  a  "point  system." 

According  to  the  University,  this  plan  is  as  follows : 

Most  of  our  enrollments  are  paid  for  by  the  student  on 
an  extended  payment  plan.  A  certain  amount  is  paid  upon 
signmg  the  enrollment  and  the  member  agrees  to  pay  a  definite 
sum  each  month  thereafter.  It  is  to  our  advantage,  and  to 
the  member's  advantage,  to  have  this  down  pavment  and  the 
monthly  payments  as  large  as  possible.  We  have  found  that 
the  student  who  pays  a  substantial  amount  on  signing  his 
contract  and  a  fairly  large  monthly  payment  has  a  greater 
interest  m  his  course,  does  his  work  more  regularly,  and  his 
chances  of  finishmg  and  therefore  obtaining  the  most  benefit 
from  the  course,  are  greater  than  those  of  the  student  who 
has  not  sufhcicnt  investment  involved  to  be  seriously  con- 
cerned. Automatically,  too,  the  larger  payments  eliminate  the 
less  serious  prospective  students. 

The  registrar  earns  a  certain  share  in  these  advantages.  The 
registrar,  therefore,  who  obtains  enrollments  stipulating  large 
first  payments  and  large  monthly  payments  produces  a  quality 
business. 

Furthermore,  large  first  paymcMits  and  large  monthly  pay- 
ments reduce  the  collection  expense  and  collection  hazard  and 
course  makes  the  money  available  sooner  for  the  university 
Ihe  point  system  is  intended  to  pay  registrars  an  ad- 
ditional bonus  which  is  in  direct  proportion  to  the  quality  of 
business  they  write  While  the  system  varies  slightly  with 
each  course,  the  general  principles  are  the  same.  Following 
IS  a  description  of  the  "point"  system  as  used  in  one  of  our 
courses : 

How  THE  Points  Are  Determined 

lo    points  for  every  enrollment  taken 
I     point  for  every  dollar  collected  with  enrollment 
I     point  for  every  dollar  on  monthly  pajments 
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The  number  of  points  to  be  gained  from  each  enroHment 
taken  is  thus  largely  within  the  registrar's  control. 

On  each  enrollment  for  cash  in  full  with  order  the  registrar 
is  entitled  to  the  full  number  of  points  represented  by  the  full 
price  of  the  enrollment.  Thus  a  check  in  full  with  the  order 
on  a  $150  course  entitles  the  registrar  to  150  points,  plus  10 
points  for  the  order.  As  another  example,  on  an  enrollment 
where  the  terms  were  $40  with  the  order,  and  $10  a  month 
until  paid  in  full,  the  registrar  would  receive  10  points  for  the 
order,  40  points  for  the  down  payment,  and  10  points  for  the 
monthly  payment,  or  a  total  of  60  points. 

An  accurate  record  is  kept  of  their  points  and  each  month 
the  registrar  is  credited  with  5  cents  for  each  point  earned  dur- 
ing the  month,  in  addition  to  his  regular  commission. 

Our  "point"  system  has  been  in  effect  since  March,  1918, 
and  it  is  an  incentive  to  the  registrar  to  write  quality  business. 
Practically  all  of  our  sales  staff  of  four  hundred  men  participate. 


CHAPTER  XVIII 

COMPENSATION   OF  OFFICE   WORKERS 

OFFICE  FUNDAMENTALS  AND  INCENTIVES 
TO  INCREASED  PRODUCTION  ^ 

What  is  the  fundamental  thing  for  which  the  office 
exists  ? 

There  can  be  but  one  answer.  It  is  to  produce  the 
work  which  is  required  of  it. 

Quality,  efficiency,  accuracy— all  are  vital,  but  pro- 
duction is  the  first  necessity.  Without  it  the  other  fac- 
tors cannot  exist. 

The  text  of  this  talk  is  production.  Production  is 
the  base  from  which  all  else  starts. 

With  this  accepted  as  a  fact,  we  may  safely  decide 
that  the  work  of  the  office  is  based  upon  the  following 
three  factors.  Their  importance  is  in  the  order  named: 
Production.     Quality  and  Accuracy.     Intelligence. 

Let  us  analyze  each  factor: 

Production:  It  is  a  definitely  measurable  factor. 
At  times  measurement  is  difficult  and  occasionally  is  not 
expedient.  However,  measurement  is  always  possible. 
Production  is  the  basis  of  existence  for  any  organization. 
It  is  the  fundamental  for  which  wages  are  paid  whether 
the  pay  plan  be  week  wage,  piece-rate  or  bonus. 

Quality  and  Accuracy :  Always  necessary,  frequently 
vital.  This  factor  is  at  best  but  partially  measurable. 
With  most  work  production  would  be  valueless  without 
accuracy. 

1  By  J  G.  Allen,  Curtis  Publishing  Company,  Philadelphia.  Penn- 
sylvanta.  A  talk  delivered  at  the  first  national  conference  of  the  National 
Association    of    Office    Managers,    Dayton,    Ohio.      June    9,    1920. 
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Intelligence  in  Work:  Of  great  value  but  not  defi- 
nitely measurable. 

The  first  of  these  factors  can  be  measured  and  re- 
corded with  exactness  and  in  an  absolutely  fair  manner. 
The  other  two  must  largel}  remain  to  the  judgment 
and  experience  of  the  executive.  The  first  exists  as  an 
equally  important  factor  in  all  work.  The  relative  im- 
portance of  the  others  varies.  With  circular  inclosing, 
the  last  two  are  almost  negligible.  With  phonographic 
or  stenographic  work,  accuracy  and  intelligence  are  so 
important  that  they  fully  equal  the  factor  of  production. 

All  work,  then,  is  measurable  and  nearly  all  work 
possesses  other  factors  which  qualify  more  or  less  the 
importance  of  production. 

This  table  is  a  guess,  of  course,  but  it  serves  to  em- 
phasize the  point. 

Production     Accuracy     Intelligence 

^.       ,      .     ,     .  Per  cent        Per  cent        Per  cent 

Circular  inclosing loo 

Phonographic  transcription.         5c  25  25 

Bookkeeping. 331/^  331^  33,/^ 

Contract  writing 50  5  4c 

So  we  face  a  condition  in  which  tlie  dififerent  factors 
have  varying  degrees  of  importance.     Fkit  note  this: 

In  all  cases  production  is  a  factor— the  others  can- 
not exist  without  it — and  remember  in  every  case  that 
it  is  measurable  while  the  others  must  be  left  to  judg- 
ment  and    perhaps    unfortunately   to    hunches. 

1  am  attempting  to  establish,  the  fact  that  a  brief 
survey  of  ofifice  fundamentals  demonstrates  clearly  the 
need  for  certain  knowledge  of  production.  It  is  the  only 
measurable  factor  which  we  have. 

Most  of  you  will  agree  that  it  is  desirable  to  know 
the  production  on  100  per  cent  production  jobs  such  as 
circular  inclosing,  addressing  and  the  like.  I  wish  to 
urge  that  it  is  equally  important  where  production  is  a 
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lesser  per  cent  in  the  equation.     Merit  on   one  factor 
usually  means  merit  elsewhere.     Given  a  good  producer 
you    will   usually   find   a   good   condition    on   the   other 
factors.     This   measurement  of  production  is  often   an 
index  to  the  efficiency  of  the  less  tangible  factors     There 
IS  another  reason  to  point  out.     The  purely  production 
clerk    is    usually    paid    the    minimum    or    the    near-the- 
minimum  wage.     So  is  the  ''common  labor"  of  the  office 
force.     As   the  importances  of  quality  and  intelligence 
rise    so  rises  the  wage.     Thus  the  high  paid  clerks  are 
employed  upon  work  not  often  measured.     It  is  urged 
that  such  measurement  be  undertaken.     No   harm  can 
possibly   result  and  the  knowledge  of  this   factor  is  at 
least  one  tangible  thing  upon   which  the  manager  may 

I  do  not  wish  to  indicate  that  the  importance  of  pro- 
duction should  subordinate  the  other  factors.  I  merelv 
wish  to  emphasize  that  the  executive  can  use  his  judg- 
ment to  better  advantage  when  he  has  a  positive  knowl- 
edge concerning  the  efficiency  of  one  of  the  factors 
which  goes  to  make  up  the  job. 

If  you  agree  that  production  should  be  measured  in 
the  office,  the  next  step  is  to  determine  how  it  can  be 
accomplished.  The  mere  measuring  of  production  does 
not  secure  results.  An  analysis  of  production  methods 
and  intelligent  use  of  production  figures  are  the  factors 
that  secure  economy  in  operation. 

The  large  number  of  experiences  both  successful  and 
otherwise,  through  which  we  have  passed,  has  resulted 
in  our  adoption  of  a  more  or  less  fixed  method  of  pro- 
cedure. I  will  now  describe  this  method  since  it  has  n 
close  relationship  to  my  subject. 

In  studying  new  work  or  revamping  old  work  we 
approach  all  problems  in  the  following  manner,  although 
obviously  common  sense  and  expediency  dictate  the  act- 
ual course  of  progress. 
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2. 

3. 
4. 
5. 
6. 
7. 


2. 
3. 
4. 


Personnel. 
1.     How  many  workers  are  there? 
What  is  the  method  of  payment? 
Determine  true  costs,  in  detail  and  in  total. 
What  is  length  of  service  of  each. 
When  did  each  receive  last  increase? 
General  impression. 

Is  supervisor  or   foreman  capable  and  sym- 
pathetic ? 

B.  Work. 
1.     Study  character  of  work. 

What  does  each  person  do? 

Determine  true  cost  in  detail. 

Determine  present  production  when  possible. 

C.  Purpose  and  History. 

1.  Study  history  of  activity. 

2.  Think  over  purpose.     Is  it  genuine? 

D.  General  plan   for  future. 
1.     Can  activity  be  discontinued? 

Can  it  be  combined  with  other  activities   to 
common  advantage  or  with  reduced  cost? 
In  view  of  the  purpose  of  activity,  what  gen- 
eral   changes    should    be    made    considering 
existing  activities  and  new  activities  ? 
We  get  all  this  information  ourselves,  directly  from 
the  cost  records,  observation  of  the  workers,  and  com- 
mon sense. 

When  the  survey  is  reasonably  complete,  we  write 
up  an  analytical  report  of  the  situation.  This  clarifies 
the  matter,  compels  complete  analysis,  and  brings  out 
many  points  which  otherwise  would  be  overlooked.  The 
importance  of  this  written  survey  cannot  be  over  em- 
phasized.    It  is  fundamental. 

Once  the  aims  of  a  department  are  determined,  we 
are  ready  for  the  real  constructive  work.  A  second  re- 
port is  now  written  describing  the  proposed  changes. 
In  this  the  following  rules  govern : 


2. 


3. 
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1.  Take  care  to  accomplish  only  essentials  and  to 
do  this  at  the  minimum  cost. 

2.  Standardize  method  of  work.  Time  studies  may 
be  necessary  to  determine  best  method. 

3.  Determine   operations. 

4.  Determine  operation  units. 

5.  Provide  means  of  securing  and  maintaining  rec- 
ords of  Time,  Production,  and  Cost  by  Operation. 

The  construction  of  such  a  plan  is  no  simple  thing. 
It  is  the  product  of  the  skill,  experience,  and  common 
sense  of  the  analyst. 

One  need  is  common  to  all  instructions  in  installing 
standard  methods.  That  is  proper  and  complete  records 
of  cost  conditions  before  and  after  the  installation. 
Without  such  records  it  is  difficult  to  judge  the  success 
of  plan,  and  almost  impossible  to  accumulate  those  facts 
which  later  may  be  of  much  value  in  selling  similar 
methods  to  hesitant  managers. 

In  planning  standard  practice  the  end  which  we 
strive  for  varies  with  the  purpose  of  the  work;  the 
method  which  we  adopt  varies  with  the  character  of  the 
work;  the  kind  of  records  necessary  vary  with  condi- 
tions; the  determination  of  operations  is  everywhere  the 
same.  It  is  the  breaking  up  of  the  activity  into  com- 
ponent parts  having  constant  factors  of  units  measurable 
in  time. 

The  determination  of  production  units  is  usually  very 
simple;  for  instance,  in  letter  filing,  it  is  "one  letter" 
and  in  setting  type  "one-piece  of  type."  At  times  it 
is  necessary  to  have  a  point  basis  standard  where  there 
are  two  or  three  factors  which  are  not  constant  and 
equal. 

After  the  essentials  of  the  work  are  decided  upon, 
standard  methods  settled,  operations  and  operation  units 
determined,  and  a  way  of  securing  and  maintaining 
the  records  worked  out,  a  report  is  written  and  studied. 
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Tf  the  suggestions  even  in  a  modified  form  are  adopted 
they  are  put  into  practice. 

New  Plan  in  Effect 

1.  Write  definite  working  instructions  for  each  indi- 
vidual concerned. 

2.  Give  close  personal  supervision  during  installa- 
tion. 

3.  Gradual  perfecting  of  plan. 

4.  Scheduling. 

The  write-up  of  the  plan  and  the  drafting  of  work- 
ing instructions  and  orders  are  two  separate  matters. 
The  instructions  must  take  the  form  of  a  brief,  but  com- 
plete, memo  prepared  for  each  individual  affected  by 
the  change.  Memos  given  to  supervisors  or  managers 
are  not  sufficient.  Instructions  must  l)e  complete  for 
the  individual,  but  should  usually  describe  only  his  or 
her  activities.  This  should  not  cover  ground  outside  the 
field  of  the  individual  except  possibly  to  briefly  describe 
the  purposes  of  the  work. 

The  installation  must  be  personally  supervised  and 
matters  involving  questions  of  justice  will  have  to  be 
settled.  After  the  plan  goes  into  efiect  other  slight 
changes  may  be  found  advisable.  When  the  plan  is  in 
working  order,  a  detailed  description  written  up  accord- 
ing to  some  set  formula  should  be  filed  in  a  book  or 
encyclopedia  containing  all  office  standard  practice.  The 
instruction  sheets  may  be  filed  also,  but  they  will  not 
take  the  place  of  the  description  written  in  a  connected 
form  and  dealing  with  the  work  in  its  natural  and  logical 
sequence. 

It  is  perfectly  obvious  that  a  person  who  does  twice 
as  much  work  as  another  should  receive  more  remunera- 
tion. It  is  also  perfectly  obvious  that  if  there  is  some 
incentive,  more  people  will  be  efficient.  No  plan  aiming 
for  efficiency  is  complete  until  the  problem  of  incentive 
has  been  solved. 
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The  Curtis  plan  of  prcKedure  is  to  establish  by  time 
study  and  study  of  records,  a  certain  standard  produc- 
tion for  each  operation  which  will  be  expected  of  each 
person  working  for  a  certain  salary  rate,  a  certain  pen- 
alty for  errors,  and  an  incentive  for  good  production.  If 
the  worker  does  not  reach  the  standard  set,  no  deduction 
is  made  from  the  salary,  but  if  she  exceeds  it  she  is  paid 
for  all  production  above  the  standard  at  certain  fixed 
rate. 

Standard  Procedure 

1.  Study  past  records. 

2.  Study  "special  time"  and  ''idle  time"  particularlv. 
(Constant  pressure  should  be  kept  here  and  l)oth  should 
be  cut  to  the  minimum.) 

3.  Make  time  studies  of  workers. 

4.  Determine  standard. 

5.  Determine  incentive — bonus  or  prize  offer. 

6.  Make  offer,  promote  and  follow  up. 

In  preparing  work  of  this  kind  the  problem  of  how 
to  handle  errors,  imperfect  work  and  waste,  is  constantly 
presented.  There  are  two  solutions.  Either  make  a 
charge  against  bonus  for  each  mistake,  or  determine 
the  volume  for  errors,  establish  a  "standard"  and  offer 
bonus  for  reductions.  The  first  method  is  much  better. 
When  standards  are  set  and  the  bonus  offer  is  decided 
upon,  the  question  of  waste  must  be  carefully  con- 
sidered. 

True  cost  is  not  merely  the  actual  cost  of  the  time 
spent  in  turning  out  a  certain  production;  if  there  is 
waste  it  should  include  also  the  cost  of  handling  and 
adjusting  the  proper  proportion  of  mistakes  and  a  care- 
full  estimate  of  what  those  mistakes  cost  the  house.  The 
extra  cost  which  will  be  added  because  of  this  factor 
will  usually  be  a  big  one  and  it  should  now  be  possible 
to  offer  a  very  handsome  opportunity  for  bonus  earn- 
ing. The  offer  should  contain  a  heavy  penalty  for 
errors.    This  method  has  a  double  advantage.     It  brings 
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the  seriousness  of  mistakes  home  to  the  worker  very 
emphatically.  It  costs  her  real  money  if  she  is  not 
careful. 

After  a  brief  period  of  operation  it  will  he  found 
that  the  workers  are  divided  into  two  classes: 

Those  who  exceed  the  standard. 

Those  who  fall  below  the  standard. 

The  bonus  earners  must  be  encouraged  to  reach  a 
high  percentage  and  to  stay  there,  heavy  bonus  will  be 
the  permanent  incentive,  but  pride  can  be  used  to  good 
effect.  The  need  for  encouraging  high  average  workers 
to  maintain  their  position  is  obvious.  If  the  offer  is  to 
be  truly  successful,  however,  it  is  of  even  greater  im- 
portance that  the  non-bonus  earner  be  raised  to  earning 
ability,  for  until  she  reaches  the  production  required 
for  her  guaranteed  salary  rate,  she  is  an  unduly  expen- 
sive individual.  Peculiarly  there  seems  to  be  a  lack  of 
comprehension  of  this  need  in  many  offices.  Much  pride 
is  felt  in  the  high  producers  but  little  attention  is  given 
the  less  successful  workers.  Pride  and  the  bonus  fur- 
nish but  slight  stimulus  with  such  workers.  The  cure 
comes  through  some  form  of  analysis  of  individual  and 
close  personal  work. 

When  a  person  gets  on  the  payroll,  a  chart  record 
is  started. 

As  soon  as  a  clerk  goes  to  work,  she  starts  keeping 
a  form  which  we  have  prepared  for  the  purpose.  This 
is  given  to  her  with  her  registration  card  the  day  she 
comes  to  work.  She  notes  upon  this  form  all  informa- 
tion relative  to  time  and  production  which  we  need. 
From  this  we  determine  weekly  the  clerk's  efficiency 
and  post  her  record  card.  The  record  card  is  carried 
just  as  long  as  this  clerk  stays  with  us.  It  gives  us  a 
record  of  where  we  stand  with  the  individual.  There 
is  one  card  for  each  major  operation  which  is  worked 
upon.  The  chartists  watch  these  cards  as  an  index  of  the 
work.     Is   production   coming  up   steadily?     Does  em- 


ployee consistently  earn  her  salary?  Does  she  reach  the 
standards  and  go  above  or  stay  below?  Are  there  sud- 
den peaks  and  valleys?  Do  lines  shoot  up  and  then 
drop?  Obviously  chartists  must  be  clever,  resourceful 
workers  who  are  familiar  with  the  work.  We  use  youno- 
women  and  pay  good  salaries.  We  find  in  a  matter  like 
this  that  chartists  do  a  great  deal  to  eliminate  clerical 
errors  from  creeping  into  the  work  of  a  department.  If 
a  girl  makes  a  mistake,  in  most  cases  they  show  up 
here.  Whenever  the  points  mentioned  are  discovered, 
the  cards  go  to  a  "standardizer"  for  attention  except 
when  the  trouble  is  due  to  clerical  errors.  In  such  cases 
the  chartist  cures  the  situation,  secures  an  error  report 
and  gives  it  to  the  proper  supervisor.  Obviously  the 
charts  are  exceedingly  valuable  as  a  check  upon  statis- 
ticians' accuracy. 

When  a  graph  showing  an  unsatisfactory  condition 
develops  the  manager  must  take  action.  He  will,  of 
course,  know  the  aims  and  purposes,  history,  floor  lay- 
outs, wage  and  economy  sharing  plans,  and  the  many 
other  conditions  and  changes  surrounding  the  work 
which  might  aflFect  production.  The  cards  come  to  him 
by  group,  section  or  department,  and  he  gives  them  his 
most  careful  scrutiny  and  study.  The  action  to  be  taken 
will  be  founded  upon  the  need  of  the  case.  Failure  to 
show  satisfactory  progress  or  consistent  low  production 
is  usually  due  to  lack  of  training,  lack  of  understanding 
of  opportunity,  or  poor  divisional  publicity.  If  lack 
of  training  is  the  trouble,  the  case  is  taken  up  with  divi- 
sional instructors  and  the  difficulty  is  cleared  up.  If 
there  is  a  lack  of  understanding  the  manager  can  often 
set  things  right  by  a  personal  chat.  Where  sudden 
peaks  or  valleys,  or  steady  decreases  in  efficiency  are 
noticed,  the  condition  must  be  studied  from  another 
angle.  Sometimes  it  is  due  to  a  change  of  condition  or 
environment,  bad  health,  poor  supervision,  or  certain  of 
many  other  possibilities.    The  cards  must  be  studied  not 


■^  1 


356 


FINANCIAL   INCENTIVES    FOR 


EMPLOYEES    AND    EXECUTIVES 


357 


i 


only  singly,  but  in  total  by  person  and  in  total  by  opera- 
tion. One  of  their  duties  is  the  "steering"  of  training. 
We  do  not  have  a  central  training  school.  We  used  to 
seven  or  eight  years  ago,  but  it  has  been  eliminated 
and  we  do  not  now  think  we  can  train  people  satisfac- 
torily in  central  training  schools.  It  may  be  possible, 
but  it  has  not  been  the  solution  of  the  problem  for  us. 
We  find  a  means  of  measuring  the  amount  of  work 
a  person  does.  Knowing  how  much  work  the  individual 
does  and  knowing  by  experience  and  a  great  deal  of 
past  history  and  by  some  time  study,  how  much  we  can 
reasonably  expect  from  our  people  for  a  certain  salary, 
we  make  up  our  minds  as  to  what  they  should  do  in 
order  to  earn  their  salaries.  Having  done  this,  and 
knowing  how  much  they  do,  we  make  up  these  charts. 
No  one  will  disagree  with  me,  I  am  sure,  that  we  should 
expect  the  individual  to  earn  his  salary.  If  we  find  they 
are  not  doing  so,  we  do  not  discharge  them  but  try  to 
find  out  why  they  are  not  earning  their  salaries.  When 
that  has  been  found  out,  we  take  the  steps  necessary  to 
cure  the  trouble.  Finding  out  what  they  ought  to  do, 
finding  out  what  they  do,  carrying  the  statistical  records 
which  keep  track  of  this,  having  our  experts  through 
these  means  bring  that  particular  person  up  to  his  earn- 
ing powers  form  the  whole  story  of  our  way  of  working. 
Our  job  is  to  keep  everybody  above  the  standard.  Of 
course,  that  does  not  mean  that  we  are  not  glad  to  have 
people  go  above  it  and  make  more  money,  but  we  do 
not  push  the  class  that  gets  above  that  point.  We  ex- 
pect them  to  reach  the  standard  and  to  earn  their  salary. 
If  they  can  do  more,  and  want  to  make  more  money, 
why  fine,  go  ahead.  But  they  have  got  to  get  up  to  the 
standard  to  hold  their  job.  It  is  our  work  to  find  out 
why  the  individual  is  not  going  above  that  line,  and 
having  found  that  out,  to  push  her  above.  In  addition 
to    the    individual    graphs,    we    carry    also    charts    of 


operation  performance.  Notice  particularly,  please,  the 
decrease  in  errors  since  standardization.  The  argument 
that  the  offering  of  incentives  for  increased  production 
increases  waste  and  errors  is,  of  course,  a  well-known 
fallacy. 

When  an  employee  leaves  the  company  the  graph 
is  filed  with  her  record  for  employment,  ff  she  wants 
a  job  some  day  in  the  future  the  card  is  examined  with 
her  application  blank,  and  if  she  shows  a  good  record, 
she  is  hired,  and  if  not,  we  treat  the  case  as  circum- 
stances justify. 

METHODS  OF  OFFICE  PAYMENT ' 

How  Often  and  by  Whom 

The  two  basic  methods  of  remuneration  are — first, 
payment  according  to  number  of  hours  spent,  or  the 
day-wage  system;  and  second,  payment  for  the  amount 
of  work  done,  or  the  piece-work  system.  Various  com- 
binations of  these  two  fundamental  methods  are  found 
in  bonus  and  measured  production  plans  of  different 
kinds. 

The  day-wage  or  salary  system  is  the  method  adopted 
by  most  concerns  for  the  payment  of  clerical  workers. 
Payments  figured  on  an  hourly  or  weekly  basis  are  made 
weekly,  semi-monthly,  or  monthly,  according  to  the  policy 
of  the  concern.  Pay  to  clerical  employees  is  distributed 
by  a  private  payroll  clerk,  or  by  trusted  clerical  em- 
ployees assigned  to  the  payroll  division  temporarily.  In 
some  instances  department  managers  receive  the  cash 
from  the  cashier  for  distribution  in  their  individual  de- 
partments. Payments  to  the  general  office  help  are 
usually  made  in  currency,  to  executive  and  higher  clerical 
employees,  by  check. 

Ur.  \  ^""Ti,  ^  l^^°^\  °i  ^^^  Bureau  of  Commercial   and  Industrial  Affairs, 
ooston   Chamber   of   Commerce.      1921. 
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Adjustments  in  Compensation 

Every  organization  should  have  some  well  defnied 
plan  as  a  basis  for  making  regular  salary  adjustments. 
The  two  fundamental  plans  on  which  wage  adjustment 
systems  are  based  are: 

1.  Adjustments  at  the  psychological  time,  that  is, 
whenever  local  conditions  or  individual  effort  seems  to 
justify,  or  at  the  discretion  of  the  immediate  superior 
of  the  employee. 

2.  Adjustments  at  stated  or  predetermined  periods 
when  the  interests,  merits,  and  effort  of  every  individual 
worker  are  taken  into  consideration,  and  when  every 
worker  is  considered  with  regard  to  a  salary  adjust- 
ment. 

Some  concerns  follow  the  first  i)lan  entirely,  while 
others  use  some  adaptation  of  the  second,  going  over  all 
rates  of  wages  periodically ;  or  placing  all  employees  on 
a  "scale"  basis  for  two  years,  automatic  increases  being 
each  six  months  during  that  period,  and  at  the  end  of 
that  time  payroll  revision  occurring  once  a  year  based 
on  individual  work. 

Both  1  and  2  have  arguments  in  their  favor,  and 
likewise  both  have  their  disadvantages.  After  careful 
analysis,  however,  there  seems  to  be  a  preponderance  of 
argument  in  favor  of  the  second  plan ;  i.e., 

1.  New  employees  are  encouraged  by  looking  for- 
ward to  a  time  when  an  inventory  will  be  taken  of  their 
work  and  they  will  be  rewarded  proportionately,  while 
old  employees  know  that  the  question  will  be  considered 
at  certain  times  and  at  that  time  they  will  be  given 
consideration  commensurate  with  their  merits.  It 
prompts  all  employees  to  take  a  self-inventory  to  deter- 
mine why  they  did  or  did  not  get  a  salary  increase. 

2.  It  necessitates  the  adoption  of  a  definite  policy  in 
the  individual  concern  with  regard  to  salaries  and  sal- 
ary adjustments;  forces  the  issue  to  the  attention  of  the 
department  managers  for  regular  consideration  at  stated 


periods,  and  regulates  careful  and  general  study  of  the 
salary  question  throughout  the  entire  organization.  It 
permits  intelligent  comparison  of  recommendations  by 
the  various  departmental  managers,  as  well  as  compels 
individual,  relative  or  comparative  consideration  of  all 
workers. 

Recommendations  should  be  made  by  the  department 
heads  and  passed  upon  by  the  office  manager.  The  office 
manager  should  make  himself  responsible  for  careful 
checking  of  the  personnel  in  every  clerical  department, 
whether  or  not  the  department  head  sees  fit  to  make 
such  recommendation  himself.  The  sphere  of  operative 
office  manager,  in  this  function  is  a  broad  one,  and  his 
judgment   must   be   unbiased   by   personalities. 

Measured  Production  Basis 

The  policy  of  paying  clerical  workers  according  to 
what  they  produce  has  been  proved  by  several  large  con- 
cerns to  be  practical  in  many  kinds  of  office  work;  but 
it  has  not  yet  become  generally  adopted,  probably  be- 
cause of  the  difficulty  in  determining  a  standard  pro- 
duction. 

That  this  can  be  reached  by  time  study  and  job 
analysis  is  the  opinion  of  this  committee  and  is  proved 
by  the   following  details  taken  from  actual   experience. 

Payment  by  results,  based  on  quality  and  quantity, 
i>  the  ideal  method  of  remuneration,  because  it  stimu- 
lates the  employee  to  give  to  his  employer  the  best  that 
is  in  him. 

Measuring  clerical  production,  just  the  same  as  meas- 
uring factory  production  requires  an  intensive  studv  of 
all  the  factors  entering  into  the  job  under  ordinary  con- 
ditions, the  class  of  work  to  be  done,  its  variety  and 
volume,  and  the  effort  and  motions  necessary  to  accom- 
r>lish  it.  This  can  all  be  found  out  by  a  process  of 
lime  study,  allowance  being  made  for  the  usual  inter- 
ruptions and    delavs. 
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Piece-Rating  and  Bonus  Systems 

Translating  production  into  money  usually  means  a 
piece-rate  or  a  bonus  system,  but  most  employees  like 
to  know  ahead  what  is  coming  to  them,  and  they  would 
usually  prefer  salaries  to  any  sort  of  piece-wages.  Then 
again  it  is  undesirable  from  the  viewpoint  of  the  payroll 
department  to  figure  fluctuating  wages  for  the  office 
force.  Perhaps  even  more  important  is  the  impossibility 
of  complete  standardization  of  every  kind  of  work,  and 
the  resultant  dissatisfaction  if  one  class  of  clerical  em- 
ployees received  a  bonus,  while  others  did  not. 

The  remedy  to  all  these  objections  would  be  pay- 
ment figured  on  a  base  rate  plus  a  production  premium; 
plus  just  compensation  for  quality,  versatility,  and  de- 
pendability; the  rate  once  set  being  considered  stand- 
ard pay  for  each  worker  until  his  record  showed  that 
he  was  earning  more. 

This  plan  would  take  out  of  the  pay  envelope  the 
variations  of  daily  and  weekly  production,  and  at  the 
same  time  it  would  furnish  a  complete  incentive  for 
more  production  charts  kept  of  the  efl:*orts  of  each 
worker,  would  help  each  one  to  visualize  his  own  de- 
velopment. 


CHAPTER  XIX 

INCENTIVES  FOR  FOREMEN  AND 

EXECUTIVES 

HOW  SHALL  WE  PAY  THOSE  WHO 

MANAGE  ?  1 

A  Survey  of  Compensation  Plans  for  Executives 

"Upon  what  basis  shall  we  pay  those  who  manage?" 
This  question  has  not  received  the  consideration  which 
Its  miportance  deserves.  Much  attention  has  been  given 
to  working  out  and  installing  special  systems  of  com- 
pensation for  the  rank  and  file.  But  little  thought  has 
been  given  to  proper  methods  of  compensation  for  those 
who  manage,  supervise  and  direct,— upon  whose  good 
judgment,  loyalty,  interest  and  enthusiasm,  the  success 
of  any  business  enterprise  largely  depends.. 

The  most  eflfective  efforts  can  be  secured  from  those 
holding  the  most  important  responsibilities,  the  "key 
men,"  only  when  there  are  present  the  proper  incentives. 
The  problem  is,  therefore,  one  of  motive. 

The  Flat  Salary 

The  most  simple  method  of  paying  these  men  is  the 
flat  salary.  This  is  also  the  prevaiHng  method.  But 
It  has  many  weaknesses.  It  does  not  offer  a  strong 
incentive  to  all  men  alike.  It  does  not  "pull  out"  of 
most  men  the  best  there  is  in  them.  This  is  because 
the  salary  is  definitely  stipulated  in  amount,  and  does 
not  vary  in  direct  ratio  with  their  own  accomplishment— 
nor  with  the  success  of  the  business,  as  a  whole. 

Sept'embe'?    .1"!^%^     ^^'^'•°"^'     Bloomfield's     Labor     Digest,       8  ;  808. 
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Just  as  the  flat  hourly-  or  time-rate  does  not  put  the 
rank  and  file  of  workmen  "on  their  toes"  to  do  their 
best, — so  the  flat  monthly  or  annual  salary  for  executives 
likewise  fails,  for  it  oflfers  no  ''stake"  in  the  outcome 
of  the  business. 

True,  the  executive  may  find  an  adequate  incentive 
in  his  ambition  for  advancement  and  promotion,  in  sal- 
ary, and  in  rank.  But  he  mav  soon  reach  the  salary 
limit  paid  by  the  house,  or  the  salary  limit  for  the  job. 
Or  he  may  not  receive  salary  advances  if.  and  when,  he 
expects  them.  Furthermore,  the  corporation  may  be 
unwilling  to  advance  salaries  beyond  a  fixed  point,  be- 
cause it  increases  the  fixed  charges. 

Methous  of  Compensation 

It  is  evident  that  ordinarily  the  best  results  can  be 
secured  from  executive  employees  by  supplementing  the 
flat  salary,  with  some  additional  payment,  the  amount 
of  which  shall  be  dependent,  either  Upon  the  success  of 
the  business  as  a  whole,  or  upon  the  success  of  the 
individual   employee. 

There  are  various  plans  for  so  doing,  as  follows : 

L  A  supplementary  payment,  based  upon  the  meas- 
itrable  results  and  achievements  of  the  individual  him- 
self, in  the  accomplishment  of  some  one  function. 

For  example,  the  sales  manager,  who  is  responsible 
for  one  function  only  (i.e.,  sales),  may  well  be  paid  a 
bonus  based  upon  aggregate  sales,  or  increase  in  sales. 
Or  the  credit  manager,  who  is  responsible  for  one  func- 
tion only,  may  be  paid  a  bonus,  based  upon  a  reduction  in 
the  credit  losses.  Or,  the  production  manager  may  be 
paid  a  bonus,  based  upon  increase  in  otitput,  or  reduc- 
tion in  costs,  per  unit  of  output.  All  these  plans  arc 
in  operation.  When  the  work  done  by  the  individual 
is  capable  of  definite  and  precise  measurement,  and 
v/hen  the  factor  of  "team  work"  and  cooperation  wnth 
others  is  not  important,  this  is  no  doubt  an  eflFective 
arrangement,  and  is  to  be  recommended. 


2.  Frequently,  the  individual  performs  not  only  one, 
but  numerous  functions,  but  it  is,  nevertheless,  possible 
to  measure  his  results,  in  all  these  diverse  functions. 

Sometimes  this  can  be  done  through  the  use  of  some 
single  "yard  stick,"  as,  for  example,  when  the  manager 
of  a  branch  chain  store  system  is  paid  a  percentage  of 
tlie  profits  produced  by  the  store  in  his  charge. 

Thus,  the  single  "yard  stick"  of  his  store  profits 
measures  his  effectiveness  in  all  his  diverse  functions  of 
selecting  goods,  hiring  and  supervising  salespeople,  local 
advertising,  pushing  sales,  etc. 

Also  department  managers  in  retail  and  department 
stores  are  frequently  paid  a  percentage  of  the  profits, 
not  of  the  entire  store,  but  simply  of  their  own  depart- 
ment. Thus,  departmental  profits  measure  their  success 
in  discharging  all  their  manifold  duties,  etc.,  selecting 
goods,  bargaining  for  discounts,  hiring,  supervising  help, 
advertising,  pushing  sales,  etc. 

The  Yard  Stick 

Again,  the  measurement  of  accomplishment  in  diverse 
functions  may  be  achieved  through  the  use  of  a  bonus, 
which  includes  several  factors,  each  factor  being  the 
measure  of  one  function.  For  example,  when  a  depart- 
ment store  pays  a  manager  a  bonus  based  upon. 

(a)  The  aggregate  sales  in  this  department. 

(b)  The  average  mark  up  obtained  in  sales  in 
his  department. 

(c)  The    average    rate    of    stock    turnover    ob- 
tained. 

3.  But,  frequently,  there  are  no  such  definite  stand- 
ards or  "yard  sticks"  which  can  be  applied  to  the  duties 
of  those  in  the  managerial  groups.  For  their  duties  may 
involve  diverse  and  unstandardized  functions,  the  meet- 
ing of  new  problems,  adaptation  to  ever-changing  condi- 
tions, the  making  of  decisions,  and  the  exercise  of  judg- 
ment. The  higher  the  responsibility,  the  more  difficult 
it  is  to  find  a  "yard  stick."    Trying  to  measure  the  con- 
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tribution  of  each  executive  to  the  success  of  the  busi- 
ness would,  in  some  cases,  be  Hke  trying  to  ''unscramble 
eggs."  The  efforts  of  the  various  executives  often  be- 
come undistinguishably  merged  in  a  ''joint  product," 
namely,  the  success  of  the  business  as  a  whole. 

Under  these  circumstances,  the  most  effective  plan 
is  to  provide  the  individual  with  some  stake  in  the  suc- 
cess of  the  business,  as  a  whole. 

Probably  the  two  best  methods  are: 

(a)  A  profit-sharing  cash  plan,  confined  to  the 
upper  groups. 

(b)  A  stock  distribution  plan,  whereby  these 
individuals  can  acquire  stock  ownership  in  the  corpora- 
tion by  which  they  are  employed. 

It  is  significant  to  note  that  when  the  profit-sharing 
principle  is  applied  to  managerial  staffs,  in  manufac- 
turing businesses,  the  participant  generally  shares  in  the 
general  or  total  profits  of  the  business,  as  a  whole. 
Whereas,  in  retail,  department  and  chain  stores,  he  gen- 
erally shares  exclusively  in  the  profits  of  his  particular 
store,  department,  or  unit. 

There  is  a  sound  reason  for  this  differentiation. 
The  reason  is  that  in  department  stores,  branch  stores, 
and  merchandising  establishments,  it  is  possible  to  treat 
the  various  departments,  branches,  or  stores,  as  separate 
profit  producing  units.  But  in  manufacturing  it  is  ordi- 
narily impossible  to  treat  the  various  departments  thus. 
For  they  are  engaged,  not  in  selling,  but  in  putting  the 
raw  material  through  the  various  stages  of  production. 

Frequently,  the  bonus  plans  for  managerial  employees 
are  in  the  form  of  a  stock  distribution.  This  may  be 
stock  issued  for  service.  Or  it  may  be  stock  sold  to 
participants,  upon  specially  advantageous  terms,  less  than 
market  price,  on  installment  payments,  etc.  Ordinarly, 
common  stock  is  most  effective  for  such  plans,  since 
the  dividend  rate  on  such  stock  is  not  limited. 

Those   firms   using   stock   plans   for  managers   have 
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found  them  very  effective  in  developing  a  strong  feeling 
of  responsibility  and  a  deep  sense  of  partnership. 

There  is  no  ''one  best"  plan  for  managerial  em- 
ployees. The  plan  must  be  worked  out  to  fit  the  needs 
of  the  business,  the  type  of  men  involved,  the  functions 
under  their  control,  etc. — just  as  the  glove  fits  the  hand. 

But,  it  is  clear,  that  ordinarily  executive  employees 
will  accomplish  more,  if  there  is  held  before  them,  in 
addition  to  a  flat  salary,  the  possibility  of  an  additional 
payment,  the  amount  of  which  is  contingent  upon  their 
own  success,  or  the  success  of  the  business  as  a  whole. 

BONUSES  FOR  SALARIED  EMPLOYEES 

Bonuses  Should  Be  Based  On  Net  Profits 

Experience  indicates  that  where  payment  of  bonuses 
is  contemplated,  the  basis  on  which  such  bonuses  should 
rest  is  net  profits.  This  is  the  point  made  by  J.  Pryse 
Goodwin  who  says,  ^ 

A  bonus  plan  based  upon  net  profits  has  the  advantage  of 
affording-  all  employees  of  all  departments  an  opportunity  of 
sharing  in  the  results  of  their  own  efforts  and  gives  then  a  new, 
a  different  interest  in  the  business.  Their  viewpoint  is  changed 
froni  that  of  an  employee  to  that  of  a  part  proprietor  and  as 
quasi-partners  it  becomes  immediately  to  their  interest  not  only 
to  help  their  employer  but  also  to  help  one  another  not  only  to 
sell  more  goods  but  also  to  curtail  expenses.  Department  jeal- 
ousies give  place  to  department  rivalry,  and  as  all  employees 
participate  in  the  net  profits  of  all  departments,  they  have  the 
desire  to  help  employees  of  departments  other  than  their  own. 

This  healthy  atmosphere  not  only  affects  heads  of  departments 
but  permeates  the  mentality  of  the  rank  and  file,  stimulating  them 
to  do  more  and  better  all  day  and  every  day,  whereas  the  super- 
vision and  stimulus  of  the  managers  is  intermittent  and  the  force 
of  their  efforts  is  directed  from  without  rather  than  from  with- 
in. 

Under  a  bonus  system  based  on  net  profits,  office  boys  become 
interested  in  conserving  supplies;  telephone  operators  take  pride 
in  reducing  charges  for  employees'  personal  calls ;  stenographers 
pay  closer  attention  to  busy  executives,  enabling  them  to  accom- 

*  Journal  of  Accountancy.     26:333-5,    November,    1918. 
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plish  more  in  limited  hours;  shippini;  clerks  avoid  mistakes,  so 
costly  in  express  charges  and  delayed  collection  of  accounts ; 
executives  sec  that  department  managers,  whose  inefficiency 
affects  their  bonus,  mend  their  ways  or  arc  exposed;  and  all 
employees  become  caretakers  and  watchmen  of  time  and  material 
so  essential  in  this  perird  of  conservation. 

When  applying  a  bonus  plan  based  on  net  profits, 
the  following-  principles  are  suggested. 

1.  That  all  salaried  employees,  both  inside  and  out, 
participate,  except  employees  whose  salaries  are  already 
augmented  by  commissions. 

2.  That  the  bonus  be  distributed  monthly  by  way 
of  a  percentage  based  on  salaries  of  the  preceding  month. 

3.  That  the  amount  to  be  distributed  by  way  of 
bonus  be  ascertained  by  a  percentage  (which  shall  be 
kept  confidential)  of  the  net  profits  of  the  third  pre- 
ceding month. 

Referring  to  these  principles  in   order: 

1.  All  salaried  employees  should  participate  for  the 
reason  that  the  increased  cost  of  living  is  felt  by  every 
one  according  to  his  obligations,  and  the  increased  duties 
caused  b}-  a  reduction  in  the  force  should  through  good 
administration  be  borne  by  the  entire  remaining  staff. 
In  reciprocity  the  employer  must  of  necessity  express  his 
sympathy  and  appreciation  to  every  one.  Salesmen  on 
commission  should  be  eliminated  because,  speaking  gen- 
erally, they  receive  the  benefit  of  commissions  on  gross 
sales  inflated  by  increased  prices,  and  any  reduction  in 
their  force  usually  results  in  increased  business  for  the 
remaining  members  of  the  staff. 

2.  ]W  making  the  bonus  distribution  monthly  its 
influence  as  a  stimulant  to  efficiency  will  be  kept  alive 
in  the  mind  of  the  dullest  employee.  By  making  the 
distribution  by  way  of  a  common  ])ercentage  on  salaries, 
jealousies  which  tend  to  nullify  the  effect  of  the  bonus 
are  eliminated.  Salary  rather  than  bonus  should  deter- 
mine   the    relative    value    of    the    services   of    each    em- 


EMPf.OYEES    AND    ICXECUTI VES 


.367 


ployee,  and  a  common  percentage  stimulates  effort  for 
a  common   cause. 

3.  Bonuses  based  on  profits  l)ecome  payable  onlv 
when  those  profits  are  converted  into  cash.  Three 
months  should  be  ample  time  for  the  conversion. 
Bonuses  usually  result  in  increased  profits,  and  em- 
ployees who  have  helped  earn  those  profits  will,  in  the 
face  of  alluring  off'ers,  be  induced  to  remain  with  the 
corporation  in  order  to  participate  in  the  results  of  their 
own  efforts. 

The  following  examples  of  extra  compensation  plans 
for  executives  are  typical  of  what  concerns  are  doing 
l(^  provide  special  incentives  for  salaried  emplovees. 

Stcdkb.xker  Corpor.atiox,  South  Bend,  Indl\n.\ 

In  1914  the  Studebaker  Corporation  inaugurated  a 
bonus  plan  for  executives,  which,  with  slight  modifi- 
cations, has  been  continued  in  operation  up  to  the  present 
time.     The  substance  of  the  plan  follows: 

iM-om  the  net  profits  of  the  corporation,  as  .shown 
by  the  annual  audit,  there  is  first  deducted  a  sum  suffi- 
cient to  cover  dividend  requirements  on  outstanding  pre- 
ferred stock,  and  the  equivalent  of  7  per  cent  on  issued 
common  stock.  From  the  remainder,  and  before  any 
deduction  for  Federal  taxes,  a  percentage  is  taken  start- 
ing at  5  per  cent  of  the  first  million  dollars,  and  in- 
creasing l)y  1  per  cent  for  each  million  until  10  per  cenl 
is  reached,  and  thereafter  10  ])er  cent  of  each  succeeding 
million. 

Participation  in  this  fund  is  confined  to  officers, 
executives,  managers  and  principal  employees,  including 
superintendents,  foremen,  assistant  managers  of  depart- 
ments and  heads  of  bureaus,  who  supervise  the  work  of 
others  and   carry  and   discharge  important  duties. 

M  the  end  of  the  year  participants  are  classified  into 
eight  groups,  the  first  consisting  of  senior  executives 
such  as  vice-presidents,  treasurer,  sales  manager,  etc., 
through  the  range  of  responsible  employees  to  depart- 
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mental  foremen,  heads  of  bureaus,  etc.  Classification  is 
made  without  regard  to  salary  and  wholly  on  the  position 
occupied  by  a  participant,  the  responsibility  carried  by 
him,  and  the  degree  to  which  such  position  permits 
him  to  assist  in  the  successful  operation  of  the  business, 
and  therefore  to  influence  the  ultimate  profits  arising 
therefrom. 

The  fund  is  divided  into  eight  parts,  the  share  for 
each  group  being  calculated  with  regard  to  the  number 
and  identity  of  participants  and  not  in  any  direct  pro- 
gression. The  allotment  for  each  group  is  divided 
equally  among  the  participants  in  that  group. 

Participants  in  the  first  four  groups  receive  50  per 
cent  of  their  respective  shares  in  cash.  The  remaining 
50  per  cent  is  invested  in  common  stock  of  the  corpora- 
tion and,  conditioned  on  their  continuous  service,  is  de- 
livered to  them — 25  per  cent  after  one  year,  25  per 
cent  after  two  years,  and  50  per  cent  after  three  years. 
Shares  of  participants  in  the  four  remaining  groups  are 
paid  to  them  in  cash  immediately  after  the  computation 
of  the  fund. 

This  bonus  plan  has,  in  the  opinion  of  the  company, 
"served  a  definite  purpose  and  has  justified  its  existence 
and  continuation.  The  tangible  interest  in  the  profits 
of  the  corporation  which  it  gives  to  each  participant 
encourages  economical  and  efficient  administration..  Im- 
portant employees  consider  bonus  payments  as  part  of 
their  compensation,  and  for  this  reason  are  less  sus- 
ceptible to  oflfers  of  slightly  larger  salaries  made  by 
rival  organizations." 

A  separate  bonus  plan  for  branch  managers  is  in 
eflfect.  Under  this  plan  each  manager  is  paid  a  com- 
mission equal  to  a  fixed  percentage  on  his  annual  volume 
of  business  in  excess  to  a  predetermined  standard.  A 
standard  ratio  per  cent  of  branch  house  expense  to  sales 
is  likewise  determined  in  a  fair  and  equitable  manner, 
and  in  case  this  ratio  is  exceeded,  the  annual  commission 
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is   reduced   by  the   percentage  of   such   excess   expense 
ratio. 

American  Rolling  Mill  Company  ^ 

At  the  end  of  each  fiscal  year,  the  management  re- 
news its  recommendation  to  the  I'oard  of  Directors  that 
a  special  compensation  fund  he  created.  If  the  Board 
of  Directors  is  convinced  that  the  management's  plan 
for  special  compensation  should  be  continued,  authority 
is  given  through  proper  resolution  of  the  board  to  set 
aside  some  certain  percentage  of  net  earnings,  to  be  dis- 
tributed as,  in  the  judgment  of  the  management,  will 
be  for  the  best  interests  of  the  company  and  its  working 
organization. 

The  percentage  of  net  earnings  so  authorized  to  be 
set  aside,  will  vary  from  year  to  year  as  conditions  war- 
rant or  necessitate,  but  ''will  be  as  liberal  as  the  Board 
of  Directors  can  be  convinced  is  sound  and  in  the  best 
interests  of  the  company,  its  stockholders  and  its  em- 
ployees." 

The  following  regulations  govern  the  distribution  of 
the  sj)ecial  compensation  fund. 

Eligibility 

All  employees,  other  than  officers  whose  entire  com- 
pensation is  fixed  by  the  Board  of  Directors,  who  are 
being  paid  a  monthly  salary  on  December  31,  the  end  of 
the  company's  fiscal  year,  who  have  at  that  time  been 
in  the  continuous  service  of  the  company  for  one  year 
or  more;  that  is,  all  those  who  are  insured  under  the 
Armco  group  insurance  plan,  are  eligible  to  participate. 

At  the  end  of  the  fiscal  year  a  list  is  made  up  of 
all  eligible  Armco  employees,  and  this  list  is  separated 
into  three  groups.  Classification  of  individuals  is  based 
on  responsibility  of  position  held  and  the  extent  to  which 

*  This    is    the    plan    as    revised    on    December    iq,     192 i    and    presented 
to    employees. 
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such  position  gives  the  individual  opportunity  to  influ- 
ence and  direct  policies,  and  to  affect  profits. 

Group  one  includes  all  heads  of  divisions,  their 
assistants  and  the  heads  of  the  principal  departments. 
The  members  of  this  group  are  called  special  partners. 

Group  two  includes  some  assistants  and  the  heads  of 
other  departments. 

Group  three  includes  all  othfr  eHjjil)le  salaried  em- 
ployees. 

Each  eligible  employee  in  groups  two  and  three  is 
furnished  with  a  blank  certificate  of  participation  at  the 
end  of  each  quarter.  This  certificate  must  be  approved 
by  the  department  head  and  the  head  of  the  division  to 
which  the  individual  belongs,  through  a  personal  inter- 
view, to  entitle  the  individual  In  the  full  amount  allotted 
under  the  plan. 

Rkcllatioxs  GovKKNixc;  Distribution'  or  Fund 

Two-thirds  of  the  special  compensation  fund  is  allot- 
ted to  the  "special  partner  group"  and  is  apportioned 
to  the  individuals  comi)rising  that  group  by  the  man- 
agement, as  in  their  judgment  seems  fair  and  equitable. 

The  balance  of  the  fund  is  allotted  to  groups  two 
and  three.  Other  factors  being  equal,  participants  in 
group  two  receive  three  times  as  much  as  participants 
in  group  three. 

The  distribution  to  participants  in  groups  two  and 
three  is  made  in  direct  proportion  to  their  monthly  sal- 
aries as  effective  on  December  31,  ])lus  10  per  cent  for 
each  full  year  of  service  up  to  and  including  ten  years. 

Since  an  employee  is  credited  with  an  additional  10 
per  cent  increase  in  his  share  of  special  compensation 
for  each  year's  service,  the  manner  of  figuring  the  dis- 
tribution    to   particiixmts   in   group   three   is   as   follows : 

Tht*  figures  representing  the  December  31  salary  will 
be  increased  by   10  ]^er  cent   for  each  year's  service  of 
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each  employee  up  to  and  including  ten  vears— and  this 
will  give  the  factor  for  participation. 

Group  two  is  figured  in  the  same  wav  except  tha: 
each  participant's   factor  is  multiplied  by  three. 

The  sum  of  all  the  participants'  factors  in  groups  two 
and  three  is  divided  into  the  total  sum  of  money  allotted 
to  these  groups  and  the  result  of  this  division  multiplied 
by  a  participant's  factor,  gives  the  amount  of  money  to 
which   such   participant   is   entitled. 

The  special  compensation  fund  will  be  distributed  as 
soon  as  possible,  usually  in  May  following  the  end  of  the 
fiscal  year. 

Not  less  than  50  per  cent  of  the  total  amount  appor- 
tioned to  each  individual  in  an}-  one  }ear  will  be  paid 
m  cash  at  the  time  of  annual  distribution ;  anv  propor- 
tion not  so  paid  will  be  held  in  reserve  for  future  cash 
distribution,  over  a  period  not  to  exceed  three  years. 

Only  those  who  were  eligible  to  participate  duriiiir 
the  year  in  which  a  reserve  fund  was  created  will  be 
eligible  to  share  in  the  distribution  of  that  i)articular 
fund. 

Salaries 

Salaries  are  regulated  after  giving  due  consideration 
to  the  character  and  responsibilitv  of  positions  held 
cfi^ciency.  general  ability  shown  in  discharge  of  duties 
assigned,  loyalty  to  company  interests,  term  of  service, 
and  as  far  as  possible  to  salaries  paid  to  persons  holding 
comparable  positions  in  competitive  companies.  These 
factors  are  considered  independently  of  any  plan  for 
special  compensation. 

The  Brown  Hoisting  Machinery  Company,  Cleveland, 
pays  special  bonuses  to  its  executives  when  business  is 
especially  good.  Brighton  Mills,  Passaic,  N.J.,  pays 
executives  commissions  based  on  the  earnings  of  the 
company.  The  Hercules  T^owder  Company,  W'ilnu'ngton, 
Delaware,    makes    special    awards    of    common     stock 
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bonuses  to  executives,  foremen  and  sub-bosses  during 
prosperous  times  and  when  individuals  show  extraordi- 
nary merit  and  accomplishment.  The  Pittsburgh  Valve, 
Foundry  &  Construction  Company  pays  some  of  its  fore- 
men a  bonus  proportionate  to  departmental  efficiency. 

A  SUCCESSFUL  FOREMEN'S  BONUS  PLAN  ^ 

Bonuses  are  paid  to  production  department  foremen 
only,  that  is,  foremen  of  such  departments  as  the  tool 
room,  pattern  shop,  machine  shop  and  other  service  de- 
partments are  not  included. 

Regular  foremen  receive  10  per  cent  of  all  savings 
created  in  their  departments  and  general  foremen  2  per 
cent  of  the  savings  created  by  the  foremen  under  them. 

One-third  cost  of  machinery,  tools  or  ecjuipment  re- 
quired to  effect  savings,  full  cost  increased  material, 
scrap  and  loss  from  defective  work  are  to  be  deducted 
before  computing  net  savings. 

Savings  on  general  supplies  not  to  be  included. 

Savings  in  material  will  be  considered  only  when 
originating  in  department  claiming  same. 

No  savings  to  be  computed  which  result  in  addi- 
tional operations  or  increased  cost  of  further  process. 

All  items  for  which  plans  are  already  completed  to 
be  exempted. 

Savings  to  be  computed  on  actual  production  for 
twelve  months  beginning  at  the  time  the  reduced  cost 
is  effective.  Settlements  to  be  made  as  of  January  1 
and  July  1. 

Savings  not  to  be  credited  unless  the  foreman  affords 
hearty  cooperation  in  putting  them  in  force. 

Machines,  tools  or  other  equipment  required  are  to 
be  arranged  for  in  the  re.8:ular  manner  through  the  tool 
department. 

^  The    above   outlines   the   plan    used    successfully   by   John    Deere   Plow 
Works   since    19 13. 
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plans  for  savmgs  and  no  obligation  is  assumed  by  the 
company  to  pay  or  continue  same. 

BONUS  PLANS  FOR  FOREMEN  ^ 
Bethlehem  Steel  Corporation 

An  extract  from  the  annual  report  of  the  corporation 
m  1916  gives  the  gist  of  their  bonus  system,  which  has 
been  successfully  used  for  a  number  of  years 

The  system  of  bonus  payment  varies  in  different 
departments  according  to  character  of  service  and  the 
basis  of  compensation. 

1.  Bonus  for  workmen  is  usually  based  upon  the 
amount  the  results  of  their  work  for  the  day  exceed 
a  hxed  task.  '' 

2  Bonus  of  foremen  and  shop  superintendents  is 
usually  based  either  upon  savings  effected  in  costs  below 
established  average,  or  upon  profits  made  in  their 
departments. 

3.  Salesmen's  bonus  is  figured  on  actual  profits  on 
orders  booked  by  that  particular  salesman. 

4.  General  officers  of  corporation  and  subsidiary 
cc.mpames  (whose  fixed  salaries  are  in  normal  amounts) 
and  in  the  case  of  the  heads  of  general  departments, 
bonus  payments  are  a  percentage  of  net  earnings  (after 
deducting  interest  charges  but  not  depreciation)  of  the 
coinpames  m  the  operations  of  which  such  general 
officers  or  heads  of  general  departments  exercise  control. 

How  Percentage  of  Net  Earnings   Paid  Varies 
In  most  cases,  percentage  is  on  sliding  scale      The 
percentage  increases  as  earnings  increase.    Thus,  in  lean 

Roche'Itr  ChambT'i'f"  Com  Jer?e'*.nT'^'  a\  '^\  Industrial  Council, 
following  references  were  u.^a  ?n  .U^  "'^^  ^•''^  ^Y  Permission.  The 
way    Review     60^4^8     March    ,1      T.^,.''?Pf'\**'?",   ''I  '^''^    '^^''''-      ^^^i'" 

April.  X919;  American  Ma'chtisl''  ^f ^sl  Cvlbe'r'T^'xo.^.S'a  T^^'" 
20:1074.  June.  iQi8-  Irnn  Acr^  7.i,  .  i^2  i^oveniDer  i,  1917;  Factory, 
p.     187s.      Jun;     ?5,     1920!     ^        ^^'^^^-      February    10,    1916;    Factory. 
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years  the  compensation  is  small,  and  in  years  of  liberal 
profits,  the  compensation  is  liberal,  in  proportion  to  the 
degree  of  success  attained. 

1.  The  aggregate  of  individual  minimum  percent- 
ages of  net  earnings  (including  bonus  payments)  of 
the  corporation,  which  are  payable  by  way  of  bonus  to 
general  officers  and  to  the  heads  of  departments  having 
general  control  of  matters  affecting  the  corporation  as 
a  whole,  is  3.43  per  cent.  This  aggregate  percentage 
increases   with   earnings   to  a   possible   maximum   of  8 

per  cent. 

Advantages 

1.  A  particular  emphasis  is  placed  on  deduction  of 
interest  charges  but  not  depreciation.  This  causes  the 
executive  to  use  considerable  judgment  in  the  use  of 
permanent  assets,  so  as  to  keep  the  fixed  charges  as 
economically  low  as  possible. 

2.  The  percentage  of  bonus  increa^in^  proportion- 
ately with  the  earnings  not  only  gives  proper  reward  but 
indicates  that  the  company  \alues  extra  effort  much  more 
than  ordinary  effort.  This  point  is  note-worthy  because 
when  bonus  system  rewards  decline  with  increased  effort, 
it  gives  the  recipient  of  the  reward,  a  feeling  that  the 
company  wishes  to  reward  him  as  cheaply  as  possible. 

Disadvantages 

The  common  criticism  of  this  plan  is  that  it  is  only 
applicable  to  a  firm  of  the  resources  of  the  Bethlehem 
Steel  Company,  which  can  afford  to  spend  an  enormous 
amount  for  the  keeping  of  records.  This  is  a  principle 
which  nnist  be  applied  to  any  system  as  the  cost  of 
keeping  records  ought  not  offset  the  gain  and  saving  to 
the  company. 

HvDK.XL'Lic  Steel  Company,  Cleveland 

The  Hydraulic  Steel  Company,  uses  the  following 
form,  which  they  term  their  "profit-sharing  system." 
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The  Board  of  Directors  have  determined  that  10  per 
cent  of  the  profits  should  be  set  aside  for  both  the  senior 
and  junior  pool. 

How   Distributed  in   General 

Amount  to  be  shared  is  divided  in  half,  one-half  go- 
ing to  the  senior  pool  and  the  other  half  to  the  junior 
pool. 

1.  The  senior  pool  is  participated  in  by  the  senior 
organization,  which  consists  of  the  heads  of  the  various 
departments,   or   executives   and  their  assistants. 

2.  The  junior  pool  is  participated  in  by  the  junior 
organization,  which  is  made  up  of  department  heads 
(minor  departments),  foremen  and  unit-  or  gang-bosses, 
and  responsible  clerks.. 

All  others  are  called  "employees"  and  do  not  share 
in  the  profits.  For  example,  the  unit-boss  participates, 
but  those  that  work  for  him  do  not.  However,  they 
have  the  opportunity  of  working  into  the  junior  organi- 
zation by  promotion,  and  would  share  then.  They  are 
paid  on  premium  and  bonus  rates. 

Division  of  Senior  Pool 

The  senior  pool  consists  of  an  arbitrary  number  of 
shares  and  each  member  is  given  a  number  of  shares 
in  accordance  with   the   importance  of  his   position. 

1.  The  corporation  has  two  subsidiaries.  The  senior 
pool  is  further  divided  w^ith  those  executives  in  the  two 
subsidiaries  in  this  manner: 

a.  One-half  of  senior  pool  is  distributed  to 
executives  and  executives'  assistants  in  the  Hydraulic 
Steel  Company. 

b.  The  other  half  is  divided  with  the  two  sub- 
sidiaries in  proportion  to  capital  invested  and  amount 
allotted  to  each  company  is  distributed  on  the  same  basis 
as  the  first  half,  namely,  by  shares  apportioned  by 
position. 
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Division  of  Junior  Pool 

The  junior  pool  is  based  only  upon  the  earnings  of 
the  company  the  man  works  for,  and  the  rate  of  divi- 
dend is  figured  from  the  amount  for  distribution  and 
the  arnount  of  salary  earned.  In  other  vi^ords,  the  junior 
pool  is  based  on  the  salary  a  man  receives,  and  the 
length  of  service.  The  men  are  entitled  each  year  to 
a  certificate  equal  to  10  per  cent  of  their  wages  for  that 
year. 


For  example:  J.  Jones  employed  since  January  1912 


1912..  $    900. 

1913- •  1000. 

1914- •  1 100. 

1915- •  1200. 

1916. .  1300. 


.10%  or  certificate  amounts.. 
.10%  or  certificate  amounts.. 
.10%  or  certificate  amounts.. 
.10%  or  certificate  amounts.. 
.10%  or  certificate  amounts.. 
Total  amount  of  certificates 


$ 


90.00 
100.00 
110.00 
120.00 
130.00 
550.00 


Assume  wages  for  1917  were        1500.00 
Amount  on  which  1917  dividends  will  be  based    $  2050.00 

Assume  20  per  cent  dividends  declared  for  each 
member  of  junior  pool,  then  J.  J.  receives  20 
per  cent  of  $2050  or  $410  as  his  share. 

Rules 

The  following  rules  are  impressed  on  the  men : 

1.  Ten  per  cent  of  the  wages  of  preceding  year  of 
continuous  service  share  in  the  dividend. 

2.  Whoever  leaves  the  employ,  thereby  forfeits  his 
certificate,  and  when  rehired,  rates  the  same  as  a  new 
man. 

3.  The  size  of  the  pool  depends  on  the  men. 

4.  If  there  are  no  profits,  there  is  no  pool. 

5.  If  times  are  bad,  no  junior  member  will  be  laid 
oflF.  He  is  assured  of  employment.  However,  no  leni- 
ency or  favoritism  is  shown  him  and  he  holds  his  job 
only  because  he  has  made  good. 
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1.  By  dividing  the  total  profit-sharing  pool  equally, 
the  management  does  not   favor  employees  by  groups. 

2.  Further  division  into  shares  for  the  senior  pool 
divides  the  profits  proportionately  with  responsibilities. 
The  division  of  the  junior  pool  according  to  merit  and 
length  of  service  does  away  with  any  cause  for  jealousy 
to  arise  between  members  on  the  same  plane  of  the 
organization. 

3.  Compound  interest  is  placed  on  merit  and  length 
of  service,  due  to  the  issuing  of  certificates.  Thus,  a 
new  employee  could  not  very  well  share  more  in  profits 
than  an  old.  When  a  new  employee  receives  benefits 
that  the  old  employee  has  worked  for  a  num])er  of 
years,  the  old  employee  feels  subordinated  and  the  plan 
loses   its   enthusiasm. 

4.  The  plan  does  not  lay  too  little  stress  on  merit, 
and  too  much  on  length  of  service.  This  is  a  common 
error  with  most  bonus  plans  making  them  more  pension 
systems  than  efficiency  rewards. 

5.  The  point  of  assuring  men  continuous  employ- 
ment in  times  of  industrial  depression  is  a  good  one. 

Disadvantages 

1.  As  outlined,  the  plan  does  not  go  far  enough 
into  individual  merit  in  sharing  of  profits  on  the  part 
of  executives.  It  seems  that  the  position  of  the  execu- 
tive determines  the  number  of  shares  he  holds  in  the 
senior  pool.  The  reward  is  therefore  according,  instead 
of  being  in  proportion,  to  the  amount  of  profit  he  created. 

Square  D  Company,  Detroit 

Profit-Sharing  Plan  for  Executives 

Organized  profit-sharing  association  with  fictitious 
capital  stock  of  $100,000  consisting  of  one  thousand 
shares,  par  value  of  $100  each. 
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Coiiipan\  agreed  to  set  aside  out  of  its  earnings  a 
certain  sum  for  dividends  on  this  fictitious  stock,  equal 
to  a  certain  percentage  of  the  gross  manufacturing  profit 
of  the  company  for  the  year. 

1.  Manufacturing  profits  were  defined  as  the  gross 
profits  of  the  year  from  all  sources  before  sales  and  ad- 
vertising expense,  general  administrative  exi)ense  and 
F'ederal  taxes  were  deducted. 

2.  Manufacturing  profits,  upon  which  the  dividend 
was  based,  included  all  gross  profits  which  were  directly 
afifected  by  the  capability,  efficiency,  and  interest  of  the 
men  selected  to  participate  in  the  profit-sharing  asso- 
ciation. 

How  Distributed 

The  dividend  rate  per  share  was  not  set  to  bear  a 
fixed  relation  to  manufacturing  profits.  A  task  was  set 
as  an  increase  of  manufacturing  profits  over  the  preced- 
ing year,  so  that  at  a  given  point,  the  maximum  dividend 
would  be  reached  with  respect  to  increase  in  manufac- 
turing profit.  At  this  point  the  dividend  per  share  is 
$7.85.  The  dividend  varies  rapidly  upward  from  .50  per 
share  to  $7.85  and  from  thereon  still  increased  but  at  a 
reduced  rate. 

1.  Stock  was  allotted  to  the  participants  arbitrarily 
by  a  committee  composed  of  the  general  manager  and 
factory  manager.  No  attempt  was  made  to  prorate 
it  on  the  basis  of  salary  but  instead,  it  was  distributed 
in  the  estimate  of  the  committee  according  to  the 
participants  ability  to  increase  profits,  the  scope  of  the 
opportunity  that  the  company  gave  him  in  this  direction, 
his  willingness  to  cooperate  with  others,  and  the  eflPect 
upon  him  personally  that  the  incentive  would  have.  In 
no  case  was  salary  taken  as  a  criterion. 

The  date  of  dividend  was  set  at  forty-five  days  after 
the  close  of  the  fiscal  year  to  allow  ample  time  to  com- 
pute the  dividend  earned. 


EMPLOYEES    AND    EXECUTIVES 


Advantages 


379 


The  one  advantage  of  this  plan  is  the  diminished  bonus 
allotted  participants  when  manufacturing  profits  are  low. 

Disadvantages 

1.  The  arbitrary  method  of  allotting  the  shares  has 
not  only  all  the  disadvantages  of  any  decided  arbitrarily, 
but  also  disregards  the  fact  that  with  the  changes  in 
personnel  and  the  organization,  which  every  firm  must 
go  through  in  the  course  of  time,  it  might  be  necessary 
to  re-allot  the  numl)er  of  shares  in  the  fund  from  time 
to  time. 

2.  It  is  hard  to  say  whether  it  is  best  to  reduce  the 
increase  in  dividend  past  a  certain  set  point.  This  is 
entirely  opposite  to  the  idea  of  the  Bethlehem  Steel  Com- 
pany. However,  the  human  element  in  the  plant  might 
have  more  to  say  on  this  point  than  one  might  suppose 
from  just  reading  the  article  as  written. 

3.  The  usual  objections  to  the  plan  wiiich  pays  all 
of  the  dividend  over  the  period  of  the  year  at  one  time 
could  be  applied  to  this  plan. 

Wagner  Electric  Company,  St.  Louis 

C.  B.  Lord,  CJeneral  Superintendent,  Wagner  Electric 
Manufacturing  Company,  has  perfected  the  system  of 
that  company,  as  follows:  The  base  of  the  premium 
is  a  stipulated  amount  for  each  per  cent  of  profit  that 
the  business  shows  during  any  year.  This  amount  was 
predetermined  at  the  installation  of  the  system.  The 
l)onus  is  paid  monthly,  savings  and  losses  over  a  year 
being  divided  l)y  twelve.  First  of  all,  their  bonus  is 
figured  on  department  efficiency  in  a  manner  much  dif- 
ferent from  the  others  set  forth  in  this  report,  the  effi- 
ciency being  figured  from  all  jobs  in  the  department, 
on  a  basis  of  estimated  cost,  actual  costs,  gain  or  loss, 
net  gain  or  loss,  or  per  cent  gain  or  loss  on  estimates. 
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The  bonus  is  made  up  of  these  items,  which  are 
totaled. 

A.  1.  An  average  of  five  years'  percentage  of  profit 
on  total  business  is  obtained.  This  factor  takes  care  of 
years  above  and  below  normal  by  neutralizing  their 
effects  and  making  the  bonus  not  too  great  in  any  one 
year,  or  too  small  in  any  lean  year.  The  current  year 
is  added  and  one  year  dropped  in  figuring  the  average 
five  years'  percentage. 

2.  Half  the  difference  between  100  per  cent  and  the 
average  divisional  percentage  of  savings  is  taken.  From 
this  amount  the  average  losses  are  subtracted. 

3.  Half  the  difference  between  100  per  cent  and  aver- 
age divisional  percentage  of  savings  minus  losses. 

The  author's  reasons  for  calculating  items  Nos.  2  and 
3  in  the  manner  in  which  they  are  stated  is  not  to  pena- 
lize a  man  too  severely  for  his  losses..  It  can  be  seen 
that  the  average  savings  can  offset  slightly  the  greater 
number  of  average  losses.  This  also  has  the  effect  of 
preventing  the  percentage  of  savings  from  getting  too 
high  on  estimates.  It  is  a  well-understood  fact  that 
when  the  estimates  greatly  exceed  the  cost  of  doing  the 
work,  business  is  driven  away.  This,  the  company 
wishes  to  do  away  with  and  to  estimate  all  jobs  as 
accurately  as  possible,  and  thereby  enlarge  the  com- 
pany's sales. 

4.  Percentage  of  monthly  salary,  expressed  in  dollars. 
This  takes  into  consideration  the  foreman's  importance. 

5.  Percentage  of  number  of  men  under  foreman's 
control.  Departments  with  less  than  twenty-five  men  are 
not  considered.  This  takes  into  account  the  foreman's 
responsibilities,  as  his  salary  is  sometimes  more  depen- 
dent on  his  knowledge  than  on  his  responsibilities. 

6.  It  is  arbitrarily  fixed  by  general  superintendent 
and  takes  into  consideration  improvement  in  department, 
lack  of  accidents,  promises  kept  as  to  deliveries,  relation 
of  amount  of  day-work  to  premium-work  and  general 
conduct  of  department. 
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B.  Foremen  of  the  tool  room  and  departments  of 
that  nature,  that  work  on  day-rate  only  and  serve  other 
departments,  receive  the  average  of  the  departments 
served  on  those  items  in  which  they  are  concerned. 

C.  Interest  and  cooperation  of  the  non-productive 
departments  are  secured  by  their  receiving  percentage 
of  the  average  paid  to  productive  departments. 

Advantages 

A.  This  plan  is  particularly  adaptable  to  jobbing 
plants  where  there  is  more  money  lost  in  inaccurate 
estimates  than  in  waste  of  material  and  labor  in  the  shop. 
The  principle  of  department  efficiency  might  be  applied 
to  the  savings  on  budgets  properly  estimated.  The  ex- 
ecutive could  be  held  to  the  performance  of  a  definite 
task,  and  this  task  could  be  measured  in  dollars  on  his 
yearly  budget.  Any  loss  or  saving  in  the  yearly  budget 
could  be  rewarded  or  penalized  along  the  Une  of  B  and  C. 

B.  This  plan  puts  into  practice,  a  point  often  dis- 
cussed but  little  practiced.  It  is  considered  just  as  great 
an  error  to  estimate  too  high  as  too  low,  as  a  great  deal 
of  wasted  sales  expense  is  incurred  going  after  business 
that  could  be  obtained  with  less  effort  if  the  work  had 
been  intelligently  estimated. 

C.  Takes  into  account  everything  the  executive  is 
responsible  for,  and  compensates  him  in  accordance  with 
the  efficiency  that  he  performs  the  task  assigned. 

D.  1  presents  a  novel  way  of  standardizing  the 
bonus  and  really  making  the  bonus  an  addition  to 
the  salary  that  can  be  counted  on  by  the  efficient  worker 
rather  than  a  gift  to  be  thrown  in  when  times  are  good. 
It  stabilizes  the  bonus  over  a  number  of  years  in  the 
same  manner  that  dividends  are  stabilized  by  the  creation 
of  a  surplus. 

E.  The  items  related  above  have  a  tendency  to  bal- 
ance the  advantages  of  one  another.  For  example,  5 
prevents  too  much  stress  being  placed  on  4. 
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Disadvantages 
A.     This  pjan  is  a  bit  restricted  in  its  practical  appli- 
cation  to  man\    shops  because  it    is   too  extensive  and 
costly  when  placed  in  practice.     A  -reat  deal  of  detail 
would  probably  be  required.    I- urtherniore.  a  bonus  svsteni 
vyhich  covers  efficiencN-  rewards  as  simplv  as  possible  has 
the  advantai-e  ot   bein-  easilv  understood   in   the   minds 
of   those    It   alTects;    they    carrv    these   points    in    their 
thought  and  action   throughout  the  business  period   in- 
stead of  a  short   time  before  and  after  the  bonus   has 
been  allotted. 

B.  6  has  the  objection  of  ixrrmitting  some  authority 
to  pass  personal  judgment  on  the  distribution  of  the 
bonus.  The  bonus  might  best  be  considered  in  the  nature 
ot  a  contract  and  not  alterable  by  the  judgment  of  anv 
one  person  or  group  of  persons,  once  it  has  been  in- 
stalled, without  considering  all  factors;  and  the  effect  it 
has  on  the  sharers  in  the  bonus  and  the  company. 

Intertype  Corporation,  Brooklyn,  New  York 

The  Intertype  Corporation,  a  large  machinerv  manu- 
facturing concern,  consisting  of  twenty  departments  and 
employing  eight  hundred  people,  has  the  following  plan ; 
the  niam  feature  of  it  is  to  have  two  controls— one 
lever  in  the  hands  of  each  foreman,  and  the  other  lever 
controlled  by  the  foremen  in  a  body. 

How  Standard  Costs  Werk  Obtained 
Past  cost  records  were  gone  over  to  determine  just 
how  much   labor  had    been    required   in   thi-   production 
of  each  of  the  various  types  of  machines. 

1.  Foremen  were  al'so  asked  to  estimate  labor  re- 
quired to  produce  the  various  types  of  machines,  and 
these  figures  were  checked  with  those  obtained  by 
method  explained  in  preceding  paragraph.  The\-  agreed 
closely. 

Products  \\  ere  Listed 
Various  classes  of  machinery  were  then  listed,  and 
the  percentage  of  labor,  on   each  class,   of  total  labor 
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(based  on  producing  an  equal  number  of  each  type) 
of  the  entire  shop  was  assigned.  In  other  words,  the 
various  classes  oi  products  were  weighted  so  that  the 
standard  of  labor  measurement  of  output  could  be  set. 

With  such  a  standard  determined,  it  matters  not  what 
classes  are  produced  in  any  bonus  period— which  in  this 
plant  is  made  monthly— for  to  get  the  total  allowance 
for  labor  (hereafter  called  labor  points)  in  anv  period, 
all  that  is  necessary  is  to  multiply  the  output' of  each 
class  by  its  labor  value  figure  and  then  add  the  total  of 
the  products. 

For  example,  let  us  assume  for  the  month  of  August 
the  outpiit  of  classes  1.  2,  3,  4,  3,  and  miscellaneous 
was  .■>,  L->,  9,  5,  8,  and  5  respectively,  then  the  table  of 
labor  points  would  be  as  follows: 

T^.^  Labor       August         Labor 

Q^Pg     J  Value        Output        Pohits 

Class     2     ^i  ^  70 

X'^^^     2     i6  15  240 

Class     3     tO  z.  ,7 

Aliscellaneous        16  -  gl 

Total    labor    points -g^ 

This,  then,  is  the  labor  points  standard  table,  based 
upon  the  best  obtained  figures  of  the  labor  required  by 
each  class  of  product.  Some  such  plan  as  this  was  neces- 
sary to  take  care  of  the  varying  monthly  production  of 
the  different  classes. 

It  matters  not  now  how  variable  the  monthly  pro- 
duction of  the  different  classes  may  be,  one  can  easily 
with  the  standard  labor  value  table,  work  out  the  allowed 
labor  points  for  any  given  period.  It  is  in  this  figure 
that  all  the  foremen  are  interested.  This  is  the  group- 
controlled  lever. 

How  Bonus  Was  Figured 

A  method  of  basing  the  bonus  was  figured  as  follows  • 
1.     Multiply  the  output  for  each   class  by  its  labor 
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value  (percentage  of  total  labor  mentioned  in  previous 
paragraph.)  This  product  is  called  the  number  of  labor 
points. 

2.  As  the  total  output, — or  in  other  words,  labor 
points  being  entirely  dependent  upon  the  aggregate 
number  of  machines  produced  each  month, — is  directly 
tied  up  to  each  foreman's  payroll  in  such  a  way  that 
his  personal  profit  depends  directly  upon  the  relation  of 
his  payroll  to  the  total  labor  points,  he  is  interested  in 
aiding  other  department  heads  to  obtain  better  work. 
Hence,  we  have  a  collective  control. 

3.  However,  the  foreman's  bonus  is  paid  on  the 
comparison  of  the  labor  points  he  makes,  in  his  depart- 
ment, any  month,  with  the  standard  number  of  labor 
points  set.     This  is  the  individual  control. 

4.  The  standard  numbers  of  labor  points  were  set 
as  follows: 

a.  The  monthly  payroll  expenditures  over  a 
period  of  five  months  were  placed  in  equal  vertical 
columns  with  the  weighted  figures  (lal)or  values)  for  the 
various  classes  of  output. 

Actual  Payroll  Expenditures  Over  a  Period  of  Five 

Months  and  Labor  Values  for  the  Various 

Classes  of  Output 

Months  "Labor  Points"  Payroll  Expenditures 

Dept.  I  Dept.  2  Dept.  3.  Dcpt.  4  Dept.  5 

November  ...      910    $4,080    $1,920    $2,600  $3,000    $1,200 

October      ....    1,000      4,200      2,050      2,780  3,200       1,400 

September    ..      800      3,800       1,870      2,350  2,800       1.170 

August     780      3,900      1,900      2,500  2,600       1,080 

J"'y    830      3,750       1,850      2,550  2,760       1,000 


Totals    . .  4,320  $19,730    $9,590  $12,780  $14,360    $5,850 
(864      3,946      1,918      2,556      2,872      1,170 


Averaee 
Five  Mos 


i 


b.  The  labor  points  were  then  increased  10  per 
cent  and  the  payroll  expenditures  changed  to  nearest 
$100. 
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c.  This  gave  one  horizontal  level  of  the  standard 
table.  Other  levels  were  computed  for  labor  points 
from  eight  hundred  to  eleven  hundred  in  range  of 
twenty-five  points.  Payroll  expenditures  correspond- 
ing to  these  other  labor  points  were  figured  propor- 
tionately at  the  rate  of  $4  a  point. 

The  Standard  Table,  Showing  a  Foreman  at   \   Gi  \ncf 
Just  How  Miuch  He  Must  Reduce  His  Payroll  or 
Increase  His  Output  to  Earn  a  Particular- 
sized  Bonus 

itures 

Dept.  5 

$     600 

700 

800 

900 

1,000 

1,100 

1,200 

1,300 

1,400 

1,500 

1,600 

1,700 

1,800 

d.  The  foremen  were  told  that  if  they  could  pro- 
duce in  any  month  a  certain  number  of  labor  points  for 
the  payroll  expenditure  shown  by  the  figures  opposite 
obtained  labor  points—each  foreman  accomplishing  such 
a  result  would  receive  10  per  cent  of  his  monthly  salary 
as  part  of  his  profits.  For  example,  let  us  take  a  depart- 
ment whose  standard  labor  points  for  the  month  are 
one  thousand  and  twenty-five,  and  the  payroll  expendi- 
tures $4200.  If  the  payroll  expenditure  for  that  month 
was  $4200,  the  foreman  would  still  obtain  a  10  per 
cent  bonus,  as  he  has  acquired  the  standard  number  of 
labor  points. 

If,  however,  his  payroll  amounted  to  $3800,  he  would 
receive  14  per  cent  or  1  per  cent  additional  for  each 
$100  decrease  m  expenses.    On  the  other  hand,  if  payroll 


Labor  Points" 

Aroi 

ithly  Payroll  Expei 

Dept.  I 

Dept.  2 

Dcpt.  3 

Dept.  4 

800 

$  3,300 

$  1,300 

$  2,000 

$  2,300 

825 

3,400 

1,400 

2,100 

2,400 

850 

3,500 

1,500 

2,200 

2,500 

875 

3,600 

1,600 

2,300 

2,600 

900 

3,700 

1,700 

2,400 

2,700 

925 

3,800 

1,800 

2,500 

2,800 

950 

3,900 

1,900 

2,600 

2,900 

975 

4,000 

2,000 

2,700 

3,000 

1,000 

4,100 

2,100 

2,800 

3,100 

1.025 

4,200 

2,200 

2,900 

3,200 

1,050 

4,300 

2,300 

3,000 

3,300 

1,075 

4,400 

2,400 

3,100 

3,400 

1,100 

4,500 

2,500 

3,200 

3,500 

f{' 
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expenditure   is  $4500,   then   foreman's  bonus   would   be 
only   7   per  cent.    1    per  cent  beings  deducted    for   each 
$100  increase  in  expenses. 

Advantages 

1.  Recognizes  the  effect  that  individual  control  on 
any  one  department  has  over  the  control  of  the  entire 
shop.  The  two  levers  mentioned  in  this  plan  do  not 
permit  effort  for  individual  gain  to  destroy  effort  whose 
purpose  is  cooperative  gain. 

2.  The  men  effected  by  the  bonus  system  were  given 
a  chance  to  check  the  standards,  and  discuss  them  before 
they  were  set, — when  asked  to  estimate  the  labor  require- 
ments of  the  various  products. 

3.  The  entire  system  with  its  under-lying  basic  prin- 
ciple (weighted  units  with  output)  is  easily  applied  to 
any  plant  with  very  little  variation.  The  method  of 
basing  the  bonus  allows  for  flexibility.  This  system  is 
simple  in  its  application  and  easily  understood  by  the 
men. 

Disadvantages 

1.  A  little  more  attention  could  be  ijiven  to  the 
saving  in  material  and  overhead.  In  a  great  many  plants 
of  different  types,  the  direct  labor  is  a  criterion  of  the 
amount  of  overhead  but  rarelv  does  the  cost  of  material 
have  any  relation  to  the  direct  labor.  Bearing  this  in 
mind,  the  system  could  possibly  be  extended  a  little 
further  to  include  the  saving  in  material  and  overhead. 

XoRTirwAV  Motor  &  Manufacturing  Company, 

Detroit 

This  company  pays  a  bonus  to  all  indirect  labor  em- 
ployees, from  assistant  general  manager  down  to,  and 
including,  the  office  help. 

How  BoNi's  Schedules  Are  Based 

Bonus  schedules  for  indirect  labor  employees  are 
based  on  the  direct  labor  of  the  plant  and  the  payroll 
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uf  the  department  interested.  A  certain  fixed  allowance 
is  made  to  the  department  interested  for  everv  $100  of 
direct  labor  in  the  plant.  If  they  reach  this  allowance, 
a  bonus  is  paid,  based  on  an  arbitrary  amount.  This 
arbitrary  amount  usually  being  the  employee's  wages. 
Example : 

The  expense  allowance  of  department  is  $s  for  every  $100 
direct  labor  in  the  plant.  If  expense  allowance  is  $5  for  the 
period  for  every  $100,  employees  of  the  department' are  paid 
a  bonns  of  20  per  cent  in  addition  to  their  salaries,  this  per- 
centage of  bonus  being  allowed  under  the  bonus  schedule  for 
100  per   cent  efficiency. 

The  Schedules  Used 

Many  indirect  labor  employees,  particularly  those 
higher  up,  are  allowed  bonuses  under  several  schedules. 
General  foreman  of  a  department  is  placed  on  four 
schedules. 

1.  One  schedule,  based  on  average  efficiency  of  his 
department.  Efficiency  of  men  in  department  being 
factual  time).  If  average  efficiency  is  100  per  cent,  fore- 
man (standard  time)  is  based  at'  100  per  cent  on  this 
schedule. 

2.  Defective  work  or  scrap  schedule.  The  rating 
of  this  schedule  is  so  made  as  to  penalize  employee  for 
the  credits  he  received  under  the  (a),  ratings  being  about 
the  same. 

3.  Schedule  based  on  amount  of  indirect  labor  in 
his  department. 

4.  Schedule  based  on  expense  of  material  in  his  de- 
partment. The  schedule  is  an  allowance  for  each  $100 
of  direct  labor  in  his  department. 

.■^.  Bonus  paid  the  factory  manager  is  based  on  the 
mventory  balance,  maintenance  of  equipment,  defective 
workmanship,  prepaid  expense,  labor  cost  of  motors, 
material  cost  of  motors,  maintenance  of  buildings  and 
grounds,  w^ater,  heat,  light,  power  and  indirect  labor. 

The  above  article  does  not  go  into  detail  enough  to 
show   advantages   or   disadvantages,   but   has   two   out- 
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standing  features.  Schedules  which  vividly  state  what 
men  are  responsible  for;  and  the  basing  of  the  bonus 
on  these  schedules,  namely,  varying  degrees  of  bonus 
with  varying  degrees  of  efficiency. 

A  Bonus  Plan  for  Executives 

A  profit-sharing  system  as  outlined  in  100%  Effi- 
ciency Magazine,  May,  1920  operates  as  follows: 

The  bonus  is  based  upon  the  earnings  of  the  com- 
l)any.  The  company  is  capitalized  for  over  $2,000,000. 
All  of  the  profits  over  10  per  cent  on  its  capitalization 
are  shared  with  the  executives,  based  on  the  following 
plan :  of  the_  first  $75,000  of  profits  over  the  stated  10 
per  cent,  15  per  cent  is  prorated  among  the  various 
executives  based  upon  their  salary  earnings.  Of  the 
second  $75,000,  20  per  cent  is  prorated  in  a  similar 
manner.  Of  the  third,  27 y^  per  cent;  of  the  fourth, 
2>7y2  per  cent  and  of  all  additional  earnings,  50  per  cent 
is  prorated  among  the  executives  until  they  have  received 
their  maximum  of  50  per  cent  or  100  per  cent  of  their 
salary,  according  to  their  classification. 

The  executives  are  divided  into  two  classes— class 
A  and  B.  The  class  A  executives  include  the  president, 
production  manager,  secretary  and  treasurer,  auditor, 
superintendent  of  body  plant,  superintendent  of  the  main 
plant,  purchasing  agent,  sales  manager,  and  chief  engi- 
neer. These  executives  can  receive  a  bonus  as  high  as 
100  per  cent  of  their  present  salary. 

1.  The  class  B  includes  the  head  bookkeeper,  cost 
accountant,  employment  manager,  traffic  manager,  head 
of  the  specification  department  and  the  two  assistant 
sales  managers.  These  executives  can  receive  as  a  maxi- 
mum 50  per  cent  of  their  yearly  salary  under  this  bonus 
system.  As  each  man's  share  is  based  on  his  salary, 
his  increment  is  in  proportion  to  the  value  the  company 
has  assigned  to  his  services. 

This  plan  does  not  present  anything  new  but  is  stated 
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to  show  another  way  of  dividing  the  bonus  fund.  It 
might  be  called  the  usual  way  of  distributing  a  profit- 
sharmg  system  with  the  exception  that  the  executives  on 
the  higher  plane  may  receive  100  per  cent  of  their  sal- 
ary while  those  in  class  B  or  junior  executives,  only 
50  per  cent. 

Hart-Parr  Company 

The  Hart-I\'irr  Company  has  a  bonus  system,  which 
they  term— the  continuity  of  service  participation  for 
supervisional  employees— We  take  this  to  mean  that  the 
only  ones  eligible  are  the  employees  who  are  in  a  super- 
visional  capacity,  drawing  weekly  salaries  and  in  the  em- 
ploy two  years. 

Ten  per  cent  of  the  net  turnover  is  set  aside  for  the 
stockholders'  surplus,  to  be  utilized  in  paying  back  and 
current  preferred  stock  dividends,  and  back  and  current 
sinking  fund  requirements,  and  additions  to  the  surplus 
required  in  the  charter  of  the  company.  Of  the  remain- 
ing, 25  i)er  cent  is  divided  among  those  eligible  on  the 
basis  of  their  annual  salary. 

Those  who  have  been  employed  two  years  participate 
on  a  percentage  of  100  per  cent,  five  to  ten  years  par- 
ticipate one  and  one-half  times  as  great  or  150  per  cent 
and  those  from  ten  to  fifteen  years,  thrice  the  normal 
participation,  or  300  per  cent.  One  exception  to  the 
general  supervisional  rule  for  eligibilitv  is  made  for 
those  employees  on  a  day-rate,  who  have  been  in  the 
employ  fifteen  years  or  over.  They  are  allowed  to  par- 
ticipate only  on  a  basis  of  normal  participation  of  100 
per  cent. 

.       This  plan  is  a  pension  system  more  than  a  bonus 

''''i^"u     .^\^  P^"'''^"  'y'^^"'  ^*  ^as  some  fine  points 
and  should  be  considered  from  that  standpoint. 

Summary 
Judging  from  the  plans  stated  herein,  the  following 
principles  seem  to  underlie  a  good  bonus  system : 
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A.  Schedules  should  be  drawn  up,  stating  detinitely 
in  advance  what  the  executive  is  responsible  for.  These 
schedules  should  take  into  account  all  possible  efficiency 
rewards  which  the  executive  is  to  receive  at  any  time  in 
the  future,  as  far  ahead  as  it  is  possible  to  estimate. 
These  schedules  should  cover  all  matters  of  overhead, 
direct  labor,  and  material. 

B.  The  percentage  of  the  saving  to  be  given  as 
bonus  should  be  definitely  decided  at  the  installation  of 
a  system,  and  only  subject  to  change  after  considerable 
thought  has  been  spent  on  the  effect  it  would  have  in 
destroying  the  spirit  of  the  bonus,  and  indirectly  the 
morale  of  the  plant. 

1.  The  percentage  of  profit  or  net  earnings  ot  com- 
pany would  be  interpreted  in  the  per  cent  of  savings 
in  the  various  schedules. 

C.  In  order  to  have  schedules  show  their  proper 
significance  and  relation  to  reduction  in  production  cost, 
this  percentage  of  saving  should  vary  with  the  different 
schedules  in  accordance  with  the  importance  of  each 
item,  and  opportunity  for  saving,  which  one  schedule 
will  present  more  than  the  other. 

D.  A  proper  balance  should  be  made  between  the 
number  of  schedules  used  and  the  object  to  be  attained. 
This  will  incorporate  the  principle  of  the  cost  of  keep- 
ing the  records  and  details  of  the  system  so  as  not  to 
offset  the  gain  in  the  lowering  of  production  cost  due 
to  the  bonus.  This  point  nuist  not  only  be  decided  from 
the  standpoint  of  a  proper  money  balance  but  from  the 
standpoint  of  having  too  much  routine  on  the  company's 
business.  In  order  to  reduce  production  cost  and  estab- 
lish a  bonus  system,  the  details  might  require  the  use' 
of  many  forms  with  a  great  deal  of  information,  which 
will  have  the  effect  of  not  delaying  routine  information 
which  would  be  passed  between  departments  in  the 
course  of  operation,  but  would  tend  to  lead  to  inaccuracy 
and  the  lack  of  diligence  in  the  use  of  the  company's 
forms. 
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E.  The  standards  upon  which  all  savings  and 
bonuses  are  to  be  based  should  be  determined  after  the 
company  has  done  all  in  their  power  to  make  the  plant 
as  efficient  as  they  know  how.  After  that  point  has  been 
reached,  it  would  be  an  understood  fact  that  all  sug- 
gestions and  practices  originating  in  the  minds  of  execu- 
tives and  showing  extra  profits  on  the  income  state- 
ment, through  budget  saving  or  department  efficiency, 
are  to  be  paid  for  by  the  bonus  plan. 

F.  All  profit-sharing,  according  to  authorities  and 
the  plans  as  stated  herein  should  stop  with  the  routine 
workers,  that  is,  those  below  the  rank  of  a  supervisional 
capacity  not  participating. 

G.  Something  should  be  done  to  reward  length  of 
service  as  well  as  merit  without  giving  too  much  stress 
to  length  of  service.  A  great  many  of  the  so-called 
welfare  systems  make  it  difficult  for  any  but  the  very 
old  employees  to  receive  benefits  of  any  account. 

H.  In  an  effort  to  stimulate  department  efficiency, 
the  bonus  should  not  destroy  plant  efficiency  or  cause 
disruption  between  departments  for  the  sake  of  anyone, 
i^aying  the  bonus  from  the  net  earnings  of  entire  plant 
on  a  basis  of  department  efficiency,  might  be  sufficient 
incentive  for  executives  to  get  together  and  plan  to 
increase  plant  efficiency  where  it  may  and  to  help  one 
another.  This  would  depend  on  the  type  and  tempera- 
ment of  executives  affected. 

I.  The  bonus  to  be  paid,  if  possil)le,  more  than 
once  a  year  in  order  to  keep  alive  in  the  minds  of 
those  who  participate  what  the  bonus  is  really  for.  The 
plan  of  the  Wagner  Electric  Company  to  distribute 
monthly-savings  that  were  figured  over  a  five  year  basis, 
seems  to  be  a  good  one  and  also  stabilizes  the  bonus. 
The  plan  might  pay  monthly  on  savings  figured  over 
a  length  of  period  of  about  a  year. 

J.  The  bonus  ought  not  to  smack  of  charity  or 
welfare,  no  one  receiving  more  than  he  has  actually  con- 
tributed in  the  way  of  obtaining  savings.     As  little  as 
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ix)ssible  sliuuld  be  left  to  be  decided  arbitrarih   by  aii\- 
one,  especially  on  the  distribution  of  bonus. 

K.  Possibly,  those  effected  by  the  bonus  plan  might 
have  an  opportunity  to  express  their  viewpoint  on  the 
operation  and  installation  of  the  plan.  This  is  not  always 
feasible,  on  account  of  the  varying  degrees  of  person- 
ality that  one  finds  in  different  plants.  Nothing  in  the 
plan  should  be  considered  without  first  regard  to  the 
human  element.  The  point  of  decision  on  any  question 
might  be  based  on  the  following  question:  What  will 
its  effect  be  on  the  plan  as  a  whole,  and  what  will  its 
effect  be  on  the  individual? 


SALARY  DEDUCTIONS  DUE  TO  ABSENCE  AND 

SICKNESS  * 

Experience  of  One  Hundred  Firms  in  the  Case  of 
Executive  and  Semi-Executive  Employees  and 

Salesmen 

The  Problem 

Should  executives,  semi-executives,  and  salesmen  be 
subjected  to  deductions  in  their  salaries,  when  they  are 
absent  from  employment  on  account  of  sickness,  accident, 
or  physical  incapacity? 

In  an  effort  to  fomuilate  an  answer  to  this  problem, 
careful  investigation  has  been  made,  covering  the  prac- 
tice of  one  hundred  representative  firms,  in  the  middle 
west,  in  handling  this  matter. 

The  Preva fling  Practice 

The  most  universal  practice  is  that  no  deductions 
are  made  for  absences  due  to  such  causes.  Over  eighty 
of  these  firms  state  that  no  deductions  are  made.  Most 
of  them  indicate  that  they  reserve  the   right  to   make 
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such  deductions,  and  that  they  are  under  no  contractual 
obligation  to  continue  salaries  during  such  absences. 
But  as  a  matter  of  practice  nearly  all  of  them  continue 
the  payment  of  salaries. 

Absences  due  to  sickness  or  accident  may  be  of  two 
kinds.  The  illness  or  incapacity  may  be  temporary  in 
its  nature.  In  such  cases  the  assumption  is  that  the 
employee  will  return  to  his  employer,  as  soon  as  physi- 
cally able  to  do  so.  Most  of  the  firms  take  the  position 
that  in  such  cases,  the  salaries  should  be  continued. 

Typical  Reasons  for  Making  No  Deductions 

Some  of  the  reasons  stated  for  this  position  are  as 
follows : 

To  be  retained  in  the  employ  of  any  concern,  it  is  our  con- 
tention that  a  man  must  be  worth  more  than  his  salary,  and, 
in  case  of  misfortune,  I  believe  that  the  firm  should  go  along 
with  him  for  a  reasonable  length  of  time,  for  by  so  doing  they 
keep  mtact  their  organization  and  certainly  build  up  goodwill 
and  closer  relationship  between  employer  and  employee. 

They  are  expected  to  fill  the  position  and  if  absent  for  a 
period,  the  work  usually  is  heavier  on  return  or  possibly  car- 
ried ,  by  an  associate,  who  in  turn  has  help  later.  An  execu- 
tive or  men  retained  on  a  permanent  basis  are  entitled  to  full 
pay  as  they  usually  more  than  make  up  the  time  by  over 
regular  hours  work  anyway. 

Because  if  employee  has  the  proper  moral  and  mental  at- 
titude toward  the  employer,  he  will  be  working  for  him  twenty- 
four  hours  a  day,  when  able  and  this  should  be  recognized  in 
case  of  incapacity.  If  he  does  not  have  this  character  of  moral 
and  mental  attitude  he  would  never  be  a  salary  man. 

In  the  case  of  executives  and  semi-executives,  I  assume  they 
arc  bcmg  paid  for  certain  services,  not  for  "time."  Interruption 
Ml  time  docs  not  imply  that  the  service   is  not  rendered. 

Such  deductions  retard  loyalty  and  goodwill  in  an  organiza- 
tion. 

We  don't  feel  that  it  is  time  that  wc  pay  them  for,  but 
rather  intelligence,  interest  and  loyalty. 

These  men  should  be  high-powered.  They  must  be  held 
responsible  for  results.  They  put  in  many  hours  for  which 
they  receive  no  compensation. 

We  believe  this  class  of  employees  does  considerable  work 
outside  of  hours,  and,  therefore,  we  should  stand  back  of  them 
in  times  of  need.  This  policy  rewards  us  by  eliminating  the 
chance  of  frequent  changes  in  our  organization. 
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Such  positions  are  usually  held  by  people  of  high  character 
and  ability,  working  for  the  best  interest  of  their  concern  while 
active,  therefore  should  receive  salary  while  absent. 

We  feel  that  an  executive  should  give  his  employer  all  that 
IS  in  him.  His  duties  are  thinking  duties.  He  is  frequently 
as  much  at  work  while  at  home,  on  the  train,  in  church  or 
even  m  the  hospital,  as  when  he  is  at  his  desk. 

I  have  always  felt  that  we  were  money  ahead  in  the  end 
by  making  no  deductions,  primarily  for  the  reason  of  the  psy- 
chological effect  on  these  employees  and  especially  on  the  others 
who  are  associated  with  them.  In  other  words,  we  are  repaid 
by  loyalty,  renewed  energy  and  effort  because  of  this  attitude. 

When  they  are  ill  they  need  the  money  even  more  than  when 
they  are  well,  and,  except  in  the  case  of  factory  hands  anv 
employee  can  make  a  fair  return  by  more  concentrated  or  more 
enthusiastic    work. 

In  practically  all  cases  the  work  being  done  is  divided  amoiiLr 
others  and  there  is  actually  no  additional  salarv.  Unless  the 
situation  IS  taken  advantage  of  by  the  unscrupulous,  the  busi- 
ness can  stand  the  loss  better  than  the  individual,  and  the  per- 
son will  be  more  loyal. 

Properly  trained  men  in  all  these  groups  will  have  so  arranged 
their  work  that  it  may  be  taken  up  bv  others  at  once      In  the 
case  of  salesmen  this  is  found  more  difficult,  but  there,  I  think 
the  continued  salar\'  payment  promotes  loyalty  —  hence  greater 
efficiency. 

Appreciative  employees  render  better  service,  if  accorded 
generous  treatment  will  be  less  inclined  to  change  positions  the 
occasional  extra  demands  made  upon  them  are  more  readilv 
miet. 

Relation  of  Overtime  to  Salary  Deductions 

A  goodly  number  of  the  companies  investigated,  take 
the  position  that  no  deductions  should  he  made  because 
executive  and  semi-executive  employees  are  frequently 
called  upon  to  work  overtime,  and  that  thev  receive 
no  additional  compensation  for  such  additional  service. 
The  prevailing  conception  is.  that  one  occupying  a  posi- 
tion of  executive  or  managerial  grade  is  employed  to 
discharge  a  certain  responsibility  and  not  to  serve  a 
certain  number  of  hours.  While  a  reasonable  working 
day  is  ordinarily  assumed,  it  is  also  understood  that  the 
employees  will  put  in  additional  time  to  the  extent  rea- 
sonably necessary  to  the  proper  discharge  of  his  duty. 
If  he  does  so,  without  extra  compensation,  it  seems  to 
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follow  that  he  should  not  forfeit  his  salary — because  of 
enforced  absences. 

As  indicative  of  this  point  of  view,  are  quoted  the 
following  statements: 

We  do  not  believe  in  deductions  because  these  people  are 
not  governed  by  any  regular  working  hours  and  they  perform 
overtime  duties  without  additional  compensation. 

Executives  and  other  employees  working  on  a  salary  basis 
should  not  be  subject  to  deductions,  when  incapacitated,  because 
they  are  called  upon  to  do  many  things  out  of  the  ordinary 
routine  and  must  at  all  times  be  prepared  to  be  at  their  desks 
without  any  regard  for  strict  office  hours,  and  do  not  receive 
any  additional  compensation  for  the  extra  hours  which  they 
must  of  necessity  put  in. 

In  the  case  of  other  employees  working  on  a  time-  or  piece- 
work basis,  they  are  paid  an  extra  rate  for  any  over-time, 
holiday  or  Sunday  work.  Therefore,  when  they  are  absent  from 
any  cause,  deductions  are  in  order. 

This  is  not  the  case  with  the  salaried  employee  and  he 
should  be  paid  his  regular  compensation  even  though  incapacitat- 
ed. Furthermore,  his  value  to  his  company  cannot  be  always 
marked  in  terms  of   dollars  and  cents. 

Deductions  should  not  be  made  because  they  are  at  all  times 
subject  to  extra  duties  or  hours  as  occasions  demand. 

These  men  work  without  regard  to  office  hours — much  valu- 
able work — the  best  ideas — are  the  results  of  work  at  home,  at 
the  club,  on  the  train,  etc.  Therefore,  these  men  work  and 
should  be  paid  by  the  year. 

We  endeavor  to  surround  ourselves  with  people  who  are 
interested  in  the  business  as  a  business,  and  expect  them  to 
do  the  work  required  of  them,  even  if  it  takes  more  than  the 
regular  hours,  and  these  people  we  expect  to  take  care  of  when 
they  are  away  from  time  to  time. 

There  are  some  grades  of  semi-executive  labor  which 
are  actually  paid  overtime.  For  example,  in  some  plants 
foremen  are  paid  overtime.  When  this  practice  obtains, 
it  is  usual  for  the  firm  to  deduct  from  the  foreman's 
salary  for  all  absences,  regardless  of  the  cause.  One 
firm  states: 

Our  policy  is  to  deduct  for  all  absences,  regardless  of  cause, 
for  those  classes  of  employees  who  receive  overtime.  Since 
our  foremen  receive  a  regular  salary,  plus  overtime,  we  in- 
clude them  in  this  group. 
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The  Practice  Regarding  Salesmen 


The  practice  with  regard  to  salesmen  depends  upon 
the  method  of  compensation  used  by  the  house.  When 
travehng  salesmen  are  employed  on  a  flat  salary  basis, 
most  firms  carry  them  at  full  salary,  during  enforced 
absences.  The  reasons  for  this  practice  seem  to  be 
largely  the  same  as  those  which  apply  in  the  case  of 
executive  employees.  It  is  generally  felt  that  such  prac- 
tice promotes  loyalty  and  mutual  goodw^ill.  which  results 
in  greater  permanency  and  stability  in  the  staff,  and  that 
it  recognizes  the  fact  that  the  salesman,  as  well  as  the 
executive,  frequently  works  overtime. 

One  firm  writes: 

A  salesman  on  the  road  may  work  eight  or  ten  hours  a  day 
selling,  then  put  in  five  or  six  hours  extra  time  in  traveling 
from  one  town  to  the  next,  making  an  average  of  fifteen  to 
sixteen  hours  a  day  when  he  is  on  the  road  of  real  work  which 
more  than  makes  up  for  any  time  that  he  has  off  for  vacations, 
illness,  etc. 

However,  some  houses  handle  the  situation  by  grant- 
ing to  every  salesman  employed  on  a  salary  basis,  a 
certain  vacation  allowance.  Absences  may  be  applied 
against  this  vacation  allowance,  and  if  the  absences  ex- 
ceed the  vacation  allowance,  they  may  even  be  docked. 
For  example,  in  describing  its  practice,  one  firm  states. 

The  salesmen  are  allowed  two  weeks'  vacation  each  .\car,  with 
full  pay.  A  short  loss  of  time — one  or  two  days — from  sickness, 
if  not  too  frequent,  is  overlooked  and  full  salary  is  paid  in 
addition  to  the  vacation  allowance.  If  a  full  week  is  lost,  the 
time  may,  at  the  option  of  the  sales  manager,  l)e  applied  against 
vacation  or  docked,  as  he  may  decide.  Here  again,  the  charac- 
ter and  general  standing  of  the  salesman  is  taken  into  ac- 
count. If  he  is  addicted  to  the  habit  of  losing  time,  his  pay 
is  docked.  Term  of  service  and  his  general  record  is  taken 
into  account  by  the  sales  manager  handling  this  item. 

However,  when  salesmen  are  paid  on  a  commission 
basis,  the  situation  is  quite  different.  Here,  the  income 
is  automatically  shut  off,  when  incapacity  begins.  But 
few  firms  have  any  fixed  arrangement  for  continuing 
payments    to    commission    salesmen,    during    absences. 
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The  view  seems  generally  to  be  that  commission  sales- 
men control  their  own  income,  during  health  and  pros- 
perity. H  they  work  overtime,  they  profit  by  it  in  the 
form  of  increased  commissions.  Therefore,  there  is  no 
reason  why  they  should  not  bear  the  burden  of  their 

own  absences. 

One  firm  reports  that  in  the  case  of  commission  sales- 
men it  has  frequently  paid  hospital  bills,  doctor's  bills, 
etc.,  and  even  sent  a  check  regularly  to  the  man's  family. 
But  such  action  is  unusual. 

Special  Plans  for  Specially  Meritorious  Employees 

Occasionally  a  firm  uses   a  special   plan   regarding 
absences  for  specially  meritorious  employees.     For  ex- 
ample, one  of  the  largest  mail  order  firms  of  Chicago 
divides  all   employees  into  two   groups:   ledger  payroll 
employees  and  envelope  payroll  employees.    Ledger  em- 
ployees  are   paid   by   check,   monthly  or   semi-monthly. 
Envelope  employees  are  paid  each  week.    Those  on  the 
ledger  payroll  are  executive,  semi-executive  and  a  few 
employees,  both  male  and  female,  of  exceptional  service, 
to   whom   it    is    desired   to   extend   special    recognition. 
These  latter  employees  may  be  placed  on  the  ledger  pay- 
roll because  of  length  of   service,  unusual  loyalty  and 
fidelity,  or  for  any  other  special  reason.     All  those  on 
the  ledger   payroll  receive  no  extra  pay   for  overtime, 
but  they  are  not  docked  for  absences.    Thus  special  ser- 
vice for  the  house  is  recognized  by  putting  the  employee 
in  a  ''preferred  class."     This  conveys  to  the  employee 
so  recognized  the  assurance  that  his  income  will  continue, 
in  spite  of  enforced  absence. 

Some  Firms  Deduct  for  Absences 

There  are  some  of  the  firms  investigated  which  report 
that  they  make  deductions  for  absences.  But  it  is  ob- 
servable that  most  of  them  are  small  organizations.  In 
other  words,  the  large  businesses  seem  to  follow  a  more 
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generous  and  liberal  policy  in  this  regard  than  do  the 
small  ones.     This,  of  course,  is  not  surprising. 

One  firm  reports  that  it  makes  deductions  for  all 
absences  of  more  than  one  or  two  days*  duration  (except 
for  officers  of  the  company).  The  company  justifies 
this  policy  by  making  the  statement: 

The  discipline  this  practice  carries  is  obvious.  The  hours 
of  men  in  this  classification  are  abused  more  than  in  any  other 
and  should  be  controlled. 

Another  writes : 

If  a  salaried  person  has  been  in  the  firm's  employ  only  a 
short  time  and  makes  a  habit  of  being  late  and  absent  the 
deduction  is  made — from  two  days  or  longer. 

Another  describes  its  practice  as   follows: 

The  policy  of  the  house  is  to  deduct  for  all  absences.  De- 
partment managers  may  recommend  exemption  for  cause — 
such  as  considerable  overtime,  exceptional  loyalty,  years  of  ser- 
vice. Exceptions  have  also  been  made  to  accommodate  house 
necessities.  The  entire  salary  is  deduced  except  in  special  meri- 
torious cases. 

Salary  Deductions  Ordinarily  Do  Not  Begin  Immediately 

However,  the  immediate  docking  of  salaries,  from 
the  date  of  actual  beginning  of  the  absence,  is  very 
unusual.  Even  among  those  firms  which  make  deduc- 
tions, ordinarily  a  short  period  is  allowed,  before  the 
deductions  begin.  This  is  upon  the  theory  that  a  short 
absence  may  be  permitted  with  full  pay,  but  that  the 
house  should  not  be  expected  to  carry  the  employee,  if 
the  absence  is  more  than  merely  temporary  in  its  char- 
acter. 

One  firm  which  follows  such  a  practice  describes  it 
thus: 

Salary  deductions  begin  after  two  weeks  at  which  time  sal- 
aries are  reduced  one-half  for  one  month.  If  incapacity  still  con- 
tinues the  services  are  entirely  discontinued  but  generally  with 
a  promise  of  reemployment  when  individual  is  fully  rehabilitated. 

When  asked  its  justification  for  this  practice,  the 
proprietor  replied  as  follows: 
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Because  services  cannot  be  rendered  and  it  would  be  quite 
unreasonable  for  the  firm  to  assume  re.sponsibility  for  factors 
beyond  their  control.  I  believe  in  reinstatement,  however, 
when  full  recovery  becomes  a  fact.  Unless  such  a  procedure 
were  adopted  even  an  executive  might  feel  hiclined  at  times  to 
take  advantage  of  a  firm's  policy. 

Bernhart  Brothers  and  Spindler  have  a  well-estab- 
lished method  of  dealing  with  absences  as  follows : 

Employees  who  have  been  with  the  company  for  one 
year  are  allowed  one  week  for  sickness  with  full  pay. 
Those  who  have  served  two  years  or  more  are  allowed 
one  week  full  pay  and  one  week  at  half  pay.  Those 
who  have  served  five  years  or  more  are  allowed  two 
weeks  absence  at  full  pay  and  two  weeks  at  half  pay. 
This  rule  applies  for  each  year  of  service.  However, 
the  president  adds  that  the  company  does  not  ''in  all 
cases  deduct  according  to  the  strict  rule"  but  frequently 
goes  further  than  compelled  to  do,  by  the  terms  of  this 
rule. 

A  few  firms  were  found  which  cut  oflf  the  entire 
salary,  when  the  absence  exceeds  two  weeks,  or  one 
month. 

Deductions  in   Case  of   Routine   Labor 

The  almost  universal  practice  with  day  and  hour 
help,  and  with  those  paid  on  piece-rates — indeed  for  all 
in  the  rank  and  file — is  to  stop  payment  immediately 
when  absences  begin.  The  only  exception  is  in  the  case 
of  clerical  help,  saleswomen,  photographers,  etc.,  who — 
in  most  cases  are  permitted  a  few  days'  absence,  for 
sickness — without  deductions. 

How  Long  Should  an  Employee  Be  Carried  on  the  Payroll 

For  how  long  a  period  of  time  should  a  firm  con- 
tinue to  carry  an  incapacitated  executive  or  semi-execu- 
tive on  its  payroll? 

Generally  speaking  among  those  firms  which  make 
no  deductions,  the  practice  seems  to  be  to  carry  the  em- 
ployee, with  no  salary  deduction,  so  long  as  his  incapa- 
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city  IS  regarded  as  temporary,  that  is,  so  long  as  it  is 
thought  that  there  is  a  reasonable  probability  of  his 
return  to  employment.  In  certain  cases  investigated, 
employees  had  been  carried  with  full  salary  as  long  as 
eight  months,  twelve  months,  and  twenty  months.  But 
practically  all  of  the  firms  (which  carry  employees  with- 
out deductions)  state  that  they  have  no  fixed  rule  re- 
garding the  maximum  period  for  which  an  employee 
will  be  carried.  Generally  each  case  is  decided  upon 
Its  merits,  with  due  regard  to  the  employee's  length  of 
service,  his  previous  record,  his  value  to  the  house,  and 
similar  considerations. 

Where  it  appears  that  the  employee  will  probably 
not  be  able  to  return  to  work  the  case  may  properly 
be  regarded  as  one  calling  for  a  pension  rather  than 
continuation  upon  the  regular  payroll.  Some  of  the  firms 
report  that  they  have  a  definite  pension  plan  applicable 
to  such  employees.  Others  report  that  while  they  are 
not  committed  to  any  definite  pension  plan,  they  have 
frequently  pensioned  employees  who,  after  long  or  faith- 
ful service,  become  permanently  incapacitated.  A  few 
indicate  that  they  would  feel  compelled  to  cut  oflF  pay- 
ments—as soon  as  it  becomes  evident  that  the  incapa- 
city is  permanent. 

Possibility  of  Abuse 

Are  employees  likely  to  abuse  their  privilege,  if  the 
firm  does  not  make  deductions  for  all  absences?  That 
IS,  are  they  likely  to  pretend  sickness,  and  resort  to  sub- 
terfuge, in  order  to  absent  themselves  more  than  neces- 
sary ? 

Only  two  firms  expressed  any  fear  on  this  point. 
Most  of  them  felt  that  employees  in  responsible  posi- 
tions would  not  take  advantage  of  the  firm's  generous 
policy.  One  employer  expressed  the  fear  that  executive 
employees  would  be  more  likely  to  return  to  their  work 
before  they  were  really  physically  able  to  do  so.  An- 
other firm  reports  that  there  is  no  danger  of  misrepre- 
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sentation,  smce  it  always  sends  its  own  nurse,  or  doctor 
out  immediately  to  call  on  all  employees  (executive  or 
otherwise  to  see  whether  there  is  anything  the  company 
can  do  for  the  employee.  One  company  which  has 
tollowed  a  generous  policy  states : 

as  liberaras"wl"'f.l  '°  k''^'  • ''\'^'''  '^^*  ''  '''  inadvisable  to  be 
The  advfsabTlitrn?  Z>^''''/^^  '^  past    and  we  are  considering 

tirthey\TvTb;e^Av1i;;'Tr  "^^^^^   ^^  ^^^   '^'   ^'^   '-•^'  ^ 

Another  objection  to  the  policy  of  generosity  may 
be  that  employees  who  have  been  carried  for  weeks-- 
or  possibly  for  months-at  full  salary,  may  leave  the 
employ  of  the  house,  immediately  upon  recovery  What 
assurance  has  the  firm  that  men  who  are  treated  lil^erally 
in  this  regard— will  remain  with  them? 

There  is,  of  course,  no  legal  obligation  upon  the 
employee  to  return  to  the  service  of  the  emplover.  nor 
to  remain  in  his  service.  But  fair  treatment 'in  time 
of  adversity  will  go  far  to  develop  in  the  emplovee  that 

S  '"^  L     t?P^''^^x""  '"^^  ^^>'"^^>'  ^^'^^^  ^'"  "^ost  cases 
will  make  hini  prefer  to  remain  with   such  emplover- 

provided    conditions    of    employment,    salary,    etc  ^  cor- 
respond to  what  he  can  secure  elsewhere  ' 

Conclusion 

Generally  speaking,  the   practice  of  American  busi- 
ness  houses   seems   to  be  generous  and   liberal  "oward 

't  ful  ^.;i  ''  apparently,  carrv  such  employees 

at  full  sa  ary  m  case  the  absence  is  regarded  as  tempo- 
rary      Also  it  seems  that  most  businesses  have  not  re- 
duced their   practice  to  iron-clad   rules  or  svstem      In 
practically  no  cases  does  the  firm  assume  a  contractua 
Z'oZ  to  carry  the  employee.     Generally,  the  hand 

judgment  of  the  management.     But  American  business 
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leaders  realize  so  keenly  the  value  of  holding  intact 
their  staffs,  of  developing  a  strong  spirit  of  team  work 
and  loyalty  and  of  maintaining  a  high  degree  of  esprit 
(ie  corps  that  they  have  been  commendably  generous  in 
their  handling  of  this  problem. 
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